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/ BEFORE THE PUBLIC UTILITIES COMMISSION
| OF THE STATE OF HAWAII

In The Matter Of the Application Of
HAWAIIAN ELECTRIC COMPANY, INC. DOCKET NO. 05-0069

For Approval and/or Modification

of Demand-Side and I.oad Management
Programs and Recovery of Program
Costs and DSM Utility Incentives.

OPENING BRIEF

This Opening Brief is respectfully sﬁbmitted on behalf of Hawaiian Electric Combany,
Inc. (“HECQO?”, or “Company’’), Hawaii Electric Light Company, Inc. (“HELCO”), and Maui
Electric Company, Limited (“MECO”)1 pursuant to the procedural schedule established in Order
No. 22251, filed January 31, 2006, and Order No. 22803, filéd August 25, 2006.

L INTRODUCTION

A. BACKGROUND

The background leading up to this proceeding, and the prdcedural history of this docket,
are detailed in Exhibit A to this Opening Brief. The background and the procedural history are

briefly outlined below.

With respect to the statewide issues (i.e., issue numbers 1-5), references to HECO or Company
generally also will be applicable to HELCO and MECO. For specific DSM program-related issues
(i.e., issue numbers 6-9), references to HECO or Company generally will be applicable to HECO
only. HELCO and MECO are currently in their respective IRP-3 processes and have not at this time
finalized their future DSM program proposals in the same level of detail that HECO has provided in
this proceeding. HELCO and MECO plan to offer to their customers a similar portfolio of DSM
programs that are expected to track closely to those programs proposed by HECO in this proceeding.



1. HECOQO’s DSM Programs

HECO initially ‘implemented five 5-year energy efficiency demand-side management
(“DSM?”) programs, which were approved by the Commission in 1996. The Commission
approved one-year extensions (to December 31, 2001) of HECO’s Residential Efficient Water
Heating Program, its Residential New Construction Program and its three Commercial and
Industrial (“C&I’”) DSM programs on November 27,.2000. |

On May 31, 2000 and June 30, 2000, fespectively, HECO filed applications requesting
approval of (1)-a néw C&I DSM program, which would have consolidated the DSM measures in
HECO’s three existing C&I DSM programs, for a period of five years, and (2) a new Residéntial
DSM program, which would have consolidated the DSM measures in HECO’s two existing |
Residential DSM programs, fora period of five years. - |

The parties to the proceedings submitted letter agreements in Octobér 2001, under which
HECO’s three existing C&I DSM programs and two existing Residential DSM programs would
56 continued; until HECO’s next rate caée (which HECO committed under the letter agréements :
to filing within three years using a 2003 or 2004 test year) in lieu of HECO continuing to seek

, approval of new 5-year DSM programs. Under the agreements, any DSM programs to be in
- place after HECO’s next rate case would be determined as part of the case. ABy Order Nos.
19019 and 19020, issued November 15, 2001, the Coxﬁmission approved ihg temporary
continuation of HECO’S five existing energy efficiency DSM programs, subject to certain | .
conditions. |

On August A7, 2003 and August 12, 2003, HECO filed agreements with the parties to the
stipulations, which modified the stipulatioﬁs by delaying the require& filing of a general rate casbe.

by approximately 12 months such that HECO would utilize a 2005 test year for the filing. The



Comm}‘ssion'a‘pproved the new» agreements by Order Nos. 20392 and 20591, issued August 26,
~ 2003 in Docket Nos. 00-0209 and 00-0169, respectively.

HECO filed applicatioqs requesting approval of (1) a Residential Direct Load Confifol
(“RDLC”) Progr‘am, on June 6, 2003 in Docket No.>03-0166, andv(2) a C&I Direct Load Controi
(“CIDLC”) Program, on December 11, 2003 in Docket No. 03-0415. The Commission approved
the programs, as modified by stipulated agreements between HECO and the Consumer
AdVocate; by (1) by Decision and Order No. 21415, issued Octobér 14, 2004 (RDLC), and (2)
Decision and Order No. 21421, issued October 19, 2004 (CIDLC)T |

| At the panel hearings, HECO stated that it intends to filé proposed modifications to its
load management programs by the end of the year. As has been iﬁdicated in other filings, HECO
intendé to add a residential air conditioning load cohtfol component to its RDLC Px;ogram, aﬂd '
intends to offer expanded options, including a customer demand response component, in its
CIDLC Program. |
| HECO filed an application fequesting approval of a pilot Residential Cﬁstoiner Energy
Awareness Pilot (“RCEA”) Program on May 15, 2003 in Docket No. 03-0142. The Commission . |
‘issued final Decision and Order No. 21756 (“D&O 21756”) on April 20, 2005 denyinig the
épplication (as revised on October 7,2004) without prejudice, citing concerns raised by the
Consumer Advocate. D&O 21756 stated that “an educational program, such as the RCEA Pilot
Program may be better suited as one component of a pqrtfolio of DSM méasures, which may be
considered in other proceedings before thé commission, if HECO so chooses.” }D&O 21756 at
- 10-11. HECO then proposed in its pending rate case to implement a custorher awareness

campaign instead, funded at $1,000,000 annually.



2. HECO’s 2005 Test Year Rate Case

Tnits Applicatién, filed November 12, 2004 in Docket No. 04-0113 (the “Rate Case
Docket), HECO requésted the approvals necessary (1) to implement seven new energy
efficiency DSM programs; (2) to recover the program costs for the seven energy efficiency DSM
programs, an RCEA?, and two load management DSM programs through base rates; (3) to
implement and recover the costs of a prbposed DSM utility ince'ntive (given discontinuance of
the current lost margin recovery and sharehoider incentive mechanisms pursuant to the.vprior
DSM stipulations) through base rates; and (4) .to regoncile DSM customer incentives and the
DSM utility incentive through a proposed DSM Reconciliation Clause.

The new energy efficiéncy DSM programs that HECO proposed in the RateCése Dbcket |
included the: (1) Corhmercial and Industrial‘Energy Efficiency (“CIEE”) Program; |
(2) Commercial and Industrial New Construction (“CINC”) Program; (3) Cémmercial and
Industrial Customized Rebate (“CICR”) Program; (4) Residential Efficient Water Heating
(;‘REWH”) Program; (5) Residential New Construction (“RNC”) Program; (6) Resid’enﬁal Low .
Income (“RLI”) Program; and (7) Energy$Solutions for the Home (“ESH”) Program. -

‘In Heu of pursuing the continuation of the recovery of lost margins and shareholder
incenti_ves' for its energy efficiency DSM programs through a surcharge mééhanism,3 HECO
requested approval in its rate case application for a proposed “DSM Utilify Incentive”.

According to the application, the purpose of the mechanism generally would be to provide 'a_

At the time HECO filed its application in the Rate Case Docket, as well as the time the Commission
filed Order No. 21698 opening the EE DSM Docket, a decision and order had not been filed in the
RCEA Program proceeding, Docket No. 03-0142. Subsequently, as previously discussed, on April

- 20, 2005, the Commission filed D&O 21756 denying HECO’s request to implement the RCEA .
Program, without prejudice.

- For HECO’s initial energy eff101ency DSM Programs, HECO was allowed to recover program costs,
lost margins and shareholder incentives through the DSM Component of its IRP Cost Recovery
Provision (“IRP Clause™).



financifil incentive to the utility to help ensure the success 6f the DSM ﬁrograms by taking away
the disincentives of DSM programs, and by aligning positive incentives with successful program
delivery». In effect, the mechanism would recognize the energy efficiency services providéd by
HECO through t'herDSM programs and the shortfali in fixed cost contribution due to the energy
reductions resulting from the DSM programs.

3. Energy Efficiency Docket

By Order No. 2169.8 (“Order No. 21698”), issued March 16, 2005, in Docket Nos. 04-

0113 and 05-0069, the Commission: (1) separated HECO’s requests for approval and/or |
modification of demand-side and load management programs and recovéry of program costs and
| DSM utility incentives (collectively referred to as the “Proposed bSM Programs”) from the Rate
Case Docket, and opened this proceeding (tﬁe “Enérgy Efficiency Docket” or “EE DSM |
Docket”) in which to consider these matters, and (2) detefmined the parties and participants for
the Rate Case Dpcket and the ﬁewly formed Energy Efficiency Docket to address and examine
the Proposed DSM Programs. |

, Order No. 21698 granted the Motibns to Intervene for the Department of the Navy, oﬁ
‘behalf of the Departmént of Defense (“DOD”), Rocky Mountain Institute (“'RMI”),. and Life of
the Land (“LOL”) in the Energy Efficiency Docket, and also grar;ted the, County of Maui’s
(“COM”) Motion to Partiéipate. _ By Order No. 21749, filed April 14, 2005, the Commission .
granted the Motions to Inte.r-vene' for the HaWaii Solar Energy Association (“HSEA”) and Hawaii
Renewable Energy Alliancé (“HREA”). By Qrder No. 21861, issued J uné 7, 2005, the
: Comniission also made HEL.CO, MECO, Kauai Island Utility Cooperative (“KIUC”) and The - :
Gas Comp'any, LLC (“T GC”) parties to the Ene:gy Efficiency Docket, but limited their

participation solely to the issues dealing with statewide energy policies. By Order No. 21957,



filed August 3, 2005, the Commission dismissed as untimely ;the Motion to Participafe or

Interven_e for the Counfy of Kauai (“COK”), and the Motion to Intervene for Honolulu Seawater

Air Conditioni_ng, LLC. By Order No. 22029, issued September 14, 2005, the Commission made
COK a participant, limited to issues of statewide energy bolicies.

The ﬁarties and participants were able to a-greé on a schedple, and all but one of the .
issues. By Order No. 22251, issued J aﬁuary 31, 2006, the Coinmission approved the proposed
Prehearihg Order submitted by HECO on October 7, 2005.

Under the agreed upon schedule, HECO informally provided to the parties/participants its
Interim DSM Proposals by October 11, 2005. A Technical Consultant Meeting was held on |
Nov‘ember 2,2005. The parties/participants provided informal comments to HECO on its |
Interim DSM Proposéls by No§ember 18, 2005. |

On December 5, 2005, HECO filed the proposed interim modifications to its existing
energy efficiency DSM programs (e.g., changes in customer inéentive levels and program

| budgets, and'modification of customer payback period), aﬁd also requested zipproval of a new
interim DSM program (collectively referred to as HECO’s “Interim DSM Proposals”). The

: proposc_ad new DSM program was the Interim Energy $olutions for the Home Program (“Interim

| ESHY). |

On January 9 and 10, 2006, RMI, the Consumer Advocate, DO_D, HSEA and HREA filed
comments on HECO"S Interim DSM Proposals.4 On January 31, 2006, HECO ‘responded tb the

comiments.

On March 15, 2006, the Commission provided the parties/participants with a copy of a

*  The Consumer Advocate, RMI and HSEA generally supported approval of HECO’s Interim DSM

Proposals. HREA stated that it was ‘ba31cally neutral regardlng the merits of HECO’s Proposed
Interim DSM Programs.”



report, /(Iiafed'March 3, 2006, entitled EPA Review of HECO Interim Defnand—Side Management
- -Proposals (Docket No. 05-0069) (“EPA Interim Report™), submitted to the Commi.ssion by the
U. S. Environmental Protection }Agency (“EPA”), the Commission’s consultant to the
proceeding, on HECO’S Interim DSM Proposals. The EPA Interim Report provided Cornments'
- that mainly addressed DSM program design issues, including aspects such as eligible measures,
energy and demand savings estimates, program marketing and delivery mechanisms, and
program budget assumptions. In its Conclusions and Re‘commendétions, ;he EPA recommended
that the Commission approve HECO’S Interim DSM Proposals. Qn March 28, 2006, HECO
filed a response to the EPA Report. |

On April 4, 2006, April 26, 2006 and May 11, 2006, the barties/participants held
settleﬁlent discussion meetings in an attempt to reabchA agreement or partial agreemént on the |
issues for Commission review andvapproval, which would limit the issues that needed to be
addressed in the parties’ Final 'Statement of Po‘sitions (“FSOopP”).

On April 26, 2006, the Commission issued Interim Decision and Order N o.A 22420
(“Interim D&O 224207). Interim D&O 22420 granted approval for HECO to implement its
Interim DSM Proposals, directed HECO to respond to questibns from the Consﬁmer Advocate
énd EPA on HECO’s Interim DSM Proposals, and ordered the diécontinuation of thé recbvery of
Tost rhargins and sharehoider incentives within thirty days of the date of the decision. |

On May 15, 2006, HECO filed'a Moﬁon for Partial Reconsideration of Interim Decision
and Order No. 22420. The Commiséion gfanted HECO’s request for an éxtension of time in

: which to file the motion’, and granted HECO’s request to schedule a hearing on'the motion

S Order No. 22468, issued May 16, 2006.



| during the hearings in this docket.® Oral arguments on the métion were held on August 28? 2006.
- By Order No. 22921, iésued October 4, 2006, the Commissi_én denied the motion. |

On May 25 , 2006, HECO filed a tariff adjustment to its IRP Clause, Commercial and |
Residential DSM Adjustments, to discontinue, in accordance with InterimDecision- and Order
Nov. 22420, the recovery of lost margins and sh-arehoider incentives.

On June 1, 2006, Final Stat'emehts of Position (“IFSOP”)I were filed bsr HECO, the
Consumer Advocate, the DOD, KIUC, RMI,VHREA, HSEA; 1.OL, and COM.

On July 26, 2006, the Commission issuéd the EPA’s report entitled EPA’s Comments on
Dockef No. 05-0069, For the State of Hawaii Public Utilities Commission. On August 22, ‘2006,
respbnses to the EPA’s July-26, 2006 report were filed by HECO, the Consumer Advécate; |
DOD, KIUC, COK, énd HREA. On August 25, 2006, thé Commission issued the EPA’s
response to the August 22, 2006 responses to the EPA’s report. |

On August 24, 2006, the Commission held a prehearing conference. On August 25,

2006, the CQmmission issued Preheariﬂg Order No. 22803, which among other things, éet forth .
the agreements reached ‘and actions taken at thé prehearing conference and set forth the terms
. that would control the hearing.
~ The hearings in this docket; which utilized a panel format and were -moderated by Scott
Hempling, were held from August 28 through September 1, 2006. At’;acﬁed as an exhibit to this
Opening Brief are the resumes of the witnesses that appeared on behalf of the Companies at the
panel hearing. 7
On August 31, 2006, as part of the panel hearings in this docket, HREA Hearing Exhibit

2 was admitted into the record in this docket, which described various aspects of a proposed-

6 Letter dated June 13, 2006.



Seawafer Air Conditioning (“SWAC”) district cooling system. On Sepeember 8, 2006, HECO
submitted Information Requests (“IRs”) regarding the HREA Hearing Exhibit 2 aod the
additional information that was provided ‘oy HREA to 511 parties via an email dated Augus“t 30,
2006. On Septeaner 22, 2006; HREA provided reéponses to IRs from LOL, HECO, and the |
Consumer Advocate. On September 29, 2006, f]REA filed Errata Sheets Regarding Pos;(_-
Hearing Information Requests from,Life of the Land, HECO/MECO/HELCO, and the Consumer
Advocate on HREA Hearihg Exhibie No. 2, filed on September 22, 2006.' '

On October 3, 2006 a request'for a Protective Order was filed with the Commissioo.

On October 6, 2006, (1) HECO filed its Statement of Position on‘HREA’s Seawater Air
Conditioning Project, (2) the Consumer Advocate filed its Comloents on HREA’s Sea Water Air
Condiﬁoning Proposal, (3) HREA filed its Supplemehtal Position Statement In Suoport Cf |
HREA Hearing Exhibit No. 2, (4) LOL filed its Amendeo Final Statement of Position, and (5)
the Commission issoed Protecﬁve Order No. 22929.

| - On October 10, 2006, HREA filed its Supplemental Response to Post-Heafing
Information Requests from L.OL, HECO, an_d the Consumer Advocate on HREA Hearing Exhibit
No. 2. |

B. STATEMENT OF THE ISSUES

The issues and procedural schedule for Docket No. 05-0069 were established by Order
No. 22251. The issues in this docket are corﬁprised of two categoﬁes, including (1) issues
dealing with statewide energy policy, and (2) issues deeling with HECO’s Proposed DSM
, Programs. | | |

1. Statewide Energy Policy Issues

(1)  Whether energy efficiency goals should be established and if so, what the goals



should be for the State;

(2) What market strucfufe(s) is the most appropri_éte for providing these or other
DSM programs (e.g., utility-only, utility in competition with non-utility providers, non-utility
providers);

3) | For utility—incurred costs, what cost récovery mechanism(s) is appropriate (e.g.,
base rates, fuel clause, IRP Clause); |

(4)  For utility-incurred costs, whaf cost level is appropriate;

3) Whether DSM incentive mechanisms are appropriate to encourage the
impleﬁentation of DSM programs, and, if so, what is the appropriate nﬁechanism(s) for such |
DSM incentives; |

2. | HECO’é Proposed DSM Prograins Issues

6) Whether the seven (7) Proposed DSM Programs (i.e., the CIEE, CINC, CICR,
REWH, RNC, RL], and ESH programs), the RCEA Program, and/or other energy efficient
programs will achieve the established ehergy efficiency go'als. and whether the programé will be .
| implemented in a cost-effective manner;

@) If utility-incurred cosfs for the Proposed DSM Programs are to be included in
~ base rates, what cost level is appropriate, and what the transition mechanism for cost recovery
will be until the respective utility’s next general rate case;

®) Whether HECO’s proposed DSM utility incentive is reasonable, and should be -
" approved, approved with modifications, or rejected;
(9)  Which of the Proposed DSM Programs, the RCEA Program and/or other energy

efficiency programs should be approved, approved with modificationé, or rej ected.
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/~' IL DSM PROGRAM GOALS
The first Statewide Energy Policy Issue is: Whether energy efficiency goals should be -

established and if so, what the goals should be for the State?

A. DSM PROGRAM GOALS

1. Energy Efficiency Goals

HECO supports goals for energy efficienéy and has developed an estimate for the amouﬁt
of energy efficiency that the Company intends to achieve on Oahu' over a ﬁve—year action plan
implementatioﬁ period7, provided HECO receives approval to implemen§ its proposed DSM

. programs, iﬁ order to meet its obligation to serve the community with reliable, cost—effecti\}e;
electripél service. HELCO and MECO are in the process of developing their IRP plans and Will'
develop DSM program and proposed energy efficiéncy goals as part of that process. HECO
FSOP at 9; Tr. (8/28) 52-54 (Hee); HECO Hearing Exhibit A.

| HECO'’s Hearirig Exhibit A provided HECO’s proposed DSM program_goals (in terms of
MW and MWh reductions). Tr. (8/28) 67-68, 215 (Hee). HECO’s Hearing Exhibit A is attached
as an exhibit to this Opening Brief. HECO’s understanding is that fhe issﬁe of statewide'goals in .

-this proceeding applies to energy efficiency only, as differentiated from load maﬁag;einent' ‘
(including demand response pvroglral'rvls).8 HECO FSOP at 9-10. If the Commission deciaes that
load fnanagement programs shoﬁld Be subject to goals, HECO would propose that they be

developed in the IRP process in the same manner as was identified in HECO’s FSOP (beginning

-7 HECO IRP-3 Report, filed October 28, 2005, Docket No. 03-0253, also provides a 20-year
assessment of DSM goals and impacts for the period 2005-2025. - ,
Energy efficiency programs are programs that focus on reducing both energy and demand, while
- load management and demand response programs focus on achieving reductions in demand.
HECO’s CIEE, CINC, CICR, REWH, RNC, ESH, and RLI programs are examples of energy
efficiency programs, while its RDLC and CIDLC programs are examples of load management
programs. HECO FSOP at 9-10. ‘
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~ on 10, for energy efficiency program goals). Response to CA/HECO—IR~1.

Eor the HECO Companies, the DSM program goals should be stated as a percent of the
maximum achievable potential (“MAP”), as the goals will refer back to a market potential study
and to the efforts of the integrated resource planning group. Tr. (8/28) at 73-74 (Hee).

Greg Wikler, HECO’s consultant, testified thét using 80% of MAP as a basis for goals is
reasonable. First, the MAP studies ’willA be updated on a regulaf basis as part vof the IRP process.
In addition, the MAP studies Will take into consideration thebeconomic and technical aﬁalyses
necessary to assess the viability of energy ¢ffi¢iency programs. Tr. (8/28) at 118, 120 (Wikler). -
(Updating the MAP study that was completed as part of HECO’s IRP-3 could be performed iﬁ
two ‘to three months. Tr. (9/1) at 1075.) | |

Mr. Hee testified that HECO’S energy savings gOéI is to achieve 80% of the energy MAP
by 2010, which should b¢ expressed in megawatthours. Tr. (8/28) at 41, 52;54, 73-74, 215
(Hee). The MAP includes freeriders. However, the utilities’ ghergy efficiency goal should be

| éO% of MAP reduced by freeriders sincé it is net savings that provide the load reduction from
the demand forecast that assists the utilities with serving projected customer demand. -
T hé energy efficiency goal should also be expressed as the aggregation of all energy
- efficiency programs being implemented within each utility’s service territofy. Energy efficiency
goals should be developed within each utility’s service territory because if goals are set on a
statewide basis, the identities and differences that exist in each utilities’ service territory cduld be
lost. Tr. (8/28) at 121 (Hee).

DSM programs achieve their energy savings and load reductions through the actions of
customérs. Setting the goals at the utility ievel in megawatt-hours ’and megawétts rather than at

the DSM program level provides flexibility in customer choice and in the utilities’ response to
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those choices. (The energy efficiency goal could vbe stated in ‘terms of a goal for the éomﬁgrcial
and indu.strial sector and the residential sector. However, the goals should not be stated at the
program level. Tr. (8/28) at 88, 155 (Hee).) If customers participate more readily in some
programs than others, the goals should allow the utilities fo take advantage of that response by |
moving its resources to those programs to acquire thé savings. HECO FSOP at 14; Tr. (8/28) at
89-90, 155 (Hee). | | o

Reasonable demand apd energy savings goals for the. performance of utility enérgy
efficiency DSM programs are important because they can serve as a “yardstick” against which
actual savings can be measured, and as an expression of the parties’ commitment toward

improved energy efficiency. Reasonable goals, however, must (1) pertain to the intended

objectives, (2) be achievable, and (3) be measurable. HECO FSOP at 10.

2. Principle Objectives
The principle objective is energy savings and peak demand reductions that are consistent
With the utilities’ IRP Plans and with the State’s Renewable Portfolio Standards (“RPS’;)g. In
addition; the DSM programs should provide all classes of customers the opportunity to
_participate in the programs, thereby acknowledging that hard to reach customers should not be
_ igno;ed. Further, the programs should be cost-effective, recognizing that this objective may
sometimes be at odds with the previous objective of customer equity.lq HECO FSOP at 10; Tr.

(8/28) at 39-40, 67-68 (Hee); Tr. (9/1) at 1074-75. At the hearing, Mr. Hee added an additional

HECO does not regard.the RPS (or percentage of RPS) as a cap on the amount of energy efficiency
savings that the Company needs to achieve. Rather, the Company is committed to pursuing energy
savings and load reduction aggressively as demonstrated by its Interim DSM Proposal to ramp-up
and expand its existing programs and add a new program that will result in greater levels of energy
and demand savings. However, because earlier DSM efforts were able to take advantage of the most
cost-effective projects (the “low hanging fruit”), HECO recognizes that this more aggressive stance
will result in additional costs. HECO FSOP at 14.

10 Cost-effectiveness tests are discussed in Issue No. 6.
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obj ecti?}e of accomplishing market transformation.

| The energy efficiency DSM program goals should also be achievable, othel_"wise the goals
quickly become irrelevant. MAP represents the maximum amount of energy efficiency thét is
obtainable from measures covered by the utilities’ DSM programs. (The MAP refers to differeﬁt
levels of potential. The first level of»potential ié technical potential (which is the highest level of
potential). Technical potential takes into consideration all of the available measures without
regard to the amount of capital that ié required. Technical potentiél does nbt tak¢ into
consideration customer acceptance. Tr. (8/28) at 74 (Hee), 191—94 (Wikler). The second lével of .
potential is economic potential, which takes into consideration the economics of the program. A
measure that is available and effective but costs more than the beﬁefits of the measure will have
a low potential. The third potential is achievable potential. This potential takes inté
consideration customer acceptance of the measure. Tr. (8/28) at 75 (Hee).) In order to achieve
the MAP the customer incenti\}e in some cases is equal to 100% of the incremental cost of the
more efficient technology. The MAP also assumes highly aggressive and costly advenising and
marketing efforts'’. HECO FSOP at 10-11.

If cost (i.e., near term rate impacts) were not a.consideration, then the arhéunt’ of average
and peak electric load reductions that could be achieved for each island would theoretically
apprdach the MAP. However, the ability to achieve the MAP is constrained ’by the degree to
which the DSM programs are acéepted by the market. Added program eXpenses to overcome
market barriers and increasé market accepfance by raising customer inceﬁtives émd extending

: threach programs will help, but may not result in attaining this maximum ilpper boundary for »

energy efficiency and load reduction savings. Response to LOL/HECO-IR-2.

' Docket No. 04-0113 (HECO’s 2005 test year Rate Case), HECO-1101 at 87.
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The necessity of advertising and marketing efforts is éreminder that the achiévemem of
load redqctions through energy efficiency programs is a matter of customer choice. Customers
have a variety of reasons to participate, or not pafticipate, in energy efficiency. Thus, the utilities
need to provide a portfolio of programs, procedures, incentives, and educatiqnal messages, to
attract the customer’s attention. Since the customer fnust in the end, install energy efficient
measures in order to realize the savings; goals should récognizé the uncertainty of customer
responsé and be set at a level that is considerébly lower th‘an the MAP. HECO FSOP at 11.

3. Free-Riders

Free-riders are included in the amount of energy saved through energy efficiency that is
eligfble to be counted as contributing to the renewable portfolio standard. Free-riders .are |
customers who would have installed energy efficiency measures even without the presence of the
DSM programs. For the purposes of the RPS it is appropriate to include frée—riders (i.e., the
gross savings) because all of the energy savings, including freeQriders, result in oil not consumed
for electricity generation. Energy self—s-ufficiency is one of the primary objectives of thé
renewable portfolio standard. HECO FSOP at 13.

.HOWCVGI, for the purposes of load reduction, the energy efficiency goal should be
, exprgssed net of free-riders (i.e., reducing by free-riders), since it is net savings that providé the
load reductions from thé demand forecast that_assist the utilities with sgrving projected customer

demand. HECO FSOP at 13-14; Tr. (8/28) at 226 (Hee).

B. DEVELOPMENT OF GOALS

Goals should be developed using the most recent market potential studies available for
the service territories served by each utility, provided that the utilities were involved to a -

significant degree in the development of those studies. HECO’s assessment of the potenﬁal for

15



- DSM that can be accomplished on Oahu used the‘market potential study filed as HECO-i lQl
and HECO-llOZ in HECO’S 2005 test year rate case (Docket No. 04-0113). That assessment
resulted in the expected energy and demand savings included in HECO’s IRP-3 report. These
estimated savings should be reasonable levels of achievement given the assumptiqns for the
budgets, programs, and approval schedules made whén developing the IRP Action plan. (The
assessment of DSM resources for MECO and HELCO are currently underwa-y in their respective
IRP-3 planning processes). HECO FSOP at il.

Since the IRP process is intended to b¢ én open and comprehensive process, IRP can be '
the source for the megawatt~h§ur and megawatt levels of the energy efficiency goals. The usé of
the ﬁ{P process is advantageous because it: | |

(1) Is open to,' and considers the input of, many Cbmmunity groups, government agencies,

and business organizations, |

(2) Examines the potential market for demand-side resoﬁrces,

(3) Determines whether the derﬁand-side pr()grams‘ meet JRP obj ectives and are cost

effective, e.g., pass the Total Resource Cost test, and

4) »Compares both suppl'y—siae and demand-side resources to meet the projected

electricity needs of the service territory. HECO FSOP at 12; s_é_é Tr. (8/28) at 41-42,
47 (Hee).

Utility efforts on behalf of energy efficiency are a key component of goal achieverﬁent.' ;
 However, tﬁere are manyyother components that influence the achievement of an energy
efficiency goal. These include (among others):

(1) Government actions such as building codes, the building pérmitting i)rocess, and tax

credits,
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/(2) Energy prices and the level of the utility’s avoided energy and capacity costs,
| _

(3) Health of the local economy,

(4) Project timing and opportunities for retrofit applications, and

(5) Participant costs to install energy efficient measures. HECO FSOP at 12.

C. LINKAGE TO GOALS DETERMINED BY OTHERS

HECO has supported the Hawaii Energy Policy (“HEP”) Forum’s 10-point plan which -
includes a HECO renewabie portfolié standard thaf requires that 10% of electricity sales be met
by renewables by 2010, 15% by 2015, and 20% by 2020. In the HEP Forum plan, renewables
also include quantifiable energy efficiency kwh savings. The HEP Forum proposed that no less
than 50% of the renewables would be classical supply-side reneWables (e.g., wind, solar,
biomaés, and municipal solid waste, among ‘others)‘. HECO FSOP at 12-13. | |

The State Legislature recently passed S.B. 3185, S.D.2, H.D.2, C.D.1 (2006 Hawaii
Legislature), which was signed into law by Governor Lingle on June 2, 2006 as Act 162. Act
162 also requires that no less than 50% of the renewable eleétrical energy that is génerated to
comply with the State’s renewable portfolio standard be from classical supply-side renewable

sources. The goals estéblished in this docket should provide linkage to the legislative target for
renewable energy kwh savings. HECO FSOP at 13. : |

D. RELATIONSHIP BETWEEN MARKET STRUCTURE AND GOALS

At the panel hearings in this docket, the Commission asked a question concerning the
relationship between market structure and goals. See Tr. (8/28) at 1048 (Hempling). In response
to the question, HECO testified that the Comission could establish goals Without regard to the .
market structure. Following the establishment of the market structure, the goals could be

adjusted, if necessary. See Tr. (8/28) 1049-51 (Hee).
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DL DSMPROGRAMS

A. INTRODUCTION
| 1. Issue |
" The sixfh issue is: “Whether HECO’s seven (7) Proposed Demand Side Management
(“DSM”) Programs (i.e., the CIEE, CINC, CICR,_REWH, RNC, RL], and ESH pfograms), the
Residential Customer Energy Awareness (“RCEA™) Program, aﬁd/or other eﬁergy efficient
programs will achieve the established energy.efﬁciency goais and whether the programs will be
implemented in a cost—effecti\./e manner?”

The seventh issue is: “If utility—inéurred costs for the Proposed DSM Programs are ‘to. be
included in base rates, what cost level is appropriate, and what the transition mechaniém fof cost
recover‘y will be until the respeétive utility’s next general rate case?” This issue is similar to thé
fourth issue: “For utility-incurred costs, what cost level is appropriate?”

2.  DSM Programs Background

a. Existing EE Programs

HECO initia}ly implemented five 5-year energy efficiency DSM programs, which were
~approved by the Commission in 1996 and for which HECO was allowed to recover program
- costs, l;)st-mérgins and shareholder incentives through the DSM Component of its IRP Cost
Reco?ery Provision (“IRP Clause”). The Commission approved one—yeaf extensions (to
December 31, 2001) of HECO’s Residential Efficient Water Heating (;‘REWH”) Program, its
- Residential New Construction (“RNC”) Prégram and its three Commercial and‘ Industrial
(“C&I”) DSM programs by Order No. 18208 (November 27, 2000) in Docket No. 94-0206,
Order No. 18207 (November 27, 2000) in ‘Docket No. 94-0216 and Order No. 18206 (November‘
27, 2000) in Docket Nos. 94-0010, 94—00111 and 94-0012 (Consolidated), respectively, aﬁd by

Order Nos. 19019 and 19020, issued November 15 , 2001, the Commission approved the
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tempor/éry continuation of HECO’s five exiéting energy efficiency DSM programs, subject to
certain conditions.

On May 31, 2000 and June 30, 2000, respectively, HECO filed applications requesting
approval of (1)5 new C&I DSM program, which weuld have consolidated the DSM measures m
HECO’s three existing C&I DSM programs, for a period of five years, and (2) a new Residential
DSM program, which would have consolidated the DSM measures in HECO’s two existing
Res’identiel DSM programe, for a period of five years. The Vapplicetions a]so requested that the
Commission approve recovery of program costs, lost margins, and shareholder incentives lrsing
the IRP Clause. | |

| After the Consumer Advocate completed its review of the applications, HECO and the
Consurner Advocate finalized letter agreements dated and filed October 5, 2001 (C&I DSM |
programs) and October 12, 2001 (Residential DSM programs), under which HECO’s three
existing C&I DSM programs end two existing Residential DSM programs would be continued
until HECO’s next rate case (which HECO committed under the letter agreements to filing

within three years using a 2003 or 2004 test year) in lieu of HECO continuing to seek approval

~of new 5-year DSM programs. (HECO submitted two letter agreements for. the‘ Reside’ntial DSM
progrems - - one executed by all parties to the docket that addressed the issues réised by the
‘Consumer Advocate, HSEA and LOL, and one executed by HECO and the Consumer Advocate
that addressed the issues raised By the Consumer Advocate.) Under the agreements, any DSM
programs to be in place after HECO’s next rate case would be determined as.petrt of the case.

By Order Nos. 19019 and 19020, iseued November 15, 2001, the Cemmission approv‘ed :
the proposed agreements, subject to certain conditions and rﬁodificatiorrs. The Commission also

reserved the right, upon its own initiative or upon motion, to reopen the dockets or opena
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- separate docket at any time to institute an investigation or other proceedings to ensuré that the
electric power consumérs or ratepayers affected by the proceeding are protected and that the
implementation of the parties’ agreements are consistent with the Commission’s IRP
Framework.

Additional information for the C&i and Residential DSM prograins was filed on
December 14, 2001. HECO filed reporfs addressing the impacf of Ordinance 01-47 and
Ordinance 01—46 on Decembgr 28,2001. J oiﬁt reports requifed by Order Nos. 19019 and 19020.
were also filed. o A

| On August 7, 2003 and August 12, 2003, HECO filed agreements with the parties to the
stipl'llations, which modified the stipulations by delaying the required filing of a general raté case
by approximately twélve months such that I—[ECO Would‘ utilize a 2005 test year for the filing.
(In order to comply with‘ the stipulation, the general rate case application needed to be filed in the
second half of 2004.) The terms and conditions of the stipulatibns, with the conditions imposed

’ by the Commission’s approval orders, femained genérally .unchanged, with the new agreements -
providing for: (1) te_mporafy continuation of existing C&JI and Residential DSM programs with

- such modifications as the Commission may, from time to time, approve or order, until the next
rate case, and (2) ending of the current DSM programs as part of the next féte case, with HECO
pursuing development of new and/or replacement DSM programs that will continue to provide |
ample opportunities to ratepayers to strive for energy efficiency, and with the new and/or

‘ replacemenf DSM programs that may be in place after the next rate case to be determined as part

of thét case: The Commission approved the new agreements by Ordgr Nos. 20392 and 20391,

issued August 26, 2003 in Docket Nos. 00-0209 and 00-0169, respectiyely. |

HECO has implemented its éxisting energy efficiehc’y DSM programs since 1996, and in
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~the 10 /yeaﬁ through 2005 has been able to achieve energy savings of 1,201 GWh and demand
' reductions of 50 MW. During this timeframe, over 40,000 customer rebate appliqations have
been approved resulting in customer rebates of over $37 miilion, which has helped to facjlitate
investments of _ai)pfoximétely $185 millién n energy efficient equipment. HECO’s DSM
programs have been successful, in part, because of the input_from customers, vendors,
gévemment agencies, and interested community groups through the extensive integrated

resource planning (“IRP”) process. HECO’s Response to EPA Réport, filéd March 28, 2006.

b. Existing Load Management Programs

HECO filed applications requesting approval of: (1) a Residential Direct Load Control
(“RDLC”) Program, on June 6, 2003 in Docket No. 03-0166, and (2) a C&I Direct Load Control
(“CIDLC”) Program, on December 11, 2003 in Doékct No. 03-0415. The Commission approved
(1) the RDLC Program, as modified by a stipulated agreement between HECO and the
Consumer Advo_cate (filed June 30, 2004), by Decision and Order No. 21415 issued October 14,
2004, and (2) the CIDLC Program; as modified by a stipulated agreement (filed July 15, 2004),
by Decision and Order No. 21421 issued October 19, 2004.

In D&O No. 21415, (Docket No. 03-0166, the RDLC Program) the Corhmi_ssion
épproved the Company’s and Consumer Advocate’s stipulation in its entirety. In the stipulation,.
the pérties agreed that:

HECO will not seek to recover the following RDLC Program opefation and

maintenance costs through the IRP Cost Recovery Provision: (1) Direct Labor . . . (2)

Advertising/Marketing . . . (3) Training; and (4) Materials and Miscellaneous.

. Instead, the Parties agreed to allow HECO to seek the recovery of these operation and
maintenance costs in base rates in HECO’s next rate case.

Similarly, in D&O No. 21421 (Docket No. 03-0415, the CIDLC Program) the Commission also

approved the Company’s and Consumer Advocate’s stipulation in its entirety. In the stipulation,
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~ the parties agreed that:

HECO will not seek to recover the following CIDLC_VProgram operation and

maintenance costs through the IRP Cost Recovery Provision: (1) Direct Labor . . . (2)

Materials, Travel, and Miscellaneous. Instead, the Parties agreed to allow HECO to

seek the recovery of these operation and maintenance costs in base rates in HECO’s

next rate case. ~ |

In its Application, filed November 12, 2004 in the Rate Case Docket, HECO proposéd to
modify the cost recovery mechanism fof its two approved load management bSM programs
including (1) the RDLC Prognam approved in Docket No. 03-0166 and (2) the CIDLC Program .
approved in Docket No. 03-0415, so that progrém costs would be recovered entirely through
base rates, rather than partly through base rates and pértly through the DSM Adjustment
comi)onent of the IRP Clause.

With respect tb the marketing of the programs, HECO proposed to increase its estimate
of RDLC advertising expenses in its 2005 test year rate case by $275,000 to reflect a full year
direct mail campaign, telemarketing, and the addition of a custnmer recognition campaign to
rntain previously enrolled customers, and to add an advertising component (increasing test year -
rate case expenses by $25,000) to the CIDLC budget included in base rates. The parties in the

Tate case stipulated that HECO could request approval for the $300,000 throngh the Annual
DSM Program Modification and Evaluation (“M&E”) Report mechanism of in a program
modification letter. HECO included the request in its M&E Report filed bec;ember 2, 2005.

Given its reserve margin shortfall situation, HECO has taken steps to accelerate its load

' ménagement programs. Partiéipation in the RDLC Program was better than expected and

continued as such throughout 2005. However, lower than expected customer acceptance of the

CIDLC Program and efforts to seek agreement with the Hawaii State Department of Health

12 Steps that were taken to accelerate the load management DSM programs were listed in the response

to CA-IR-566, Docket No. 04-0113.
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(“DOH”) to allow the use of customer-owned stand by generartorsl3 led to load management
impacts that were lower than was forecast. As HECO reported in its 2006 Adequacy of Supply
(“AOS”) Report filed March 6, 2006, since the load management programs are new, customer
acceptance of the programs, particularly the CIDLC Program, has not been-irnmediate. Business
customers are understandably concerned about how service interruptions may affect their
operations. HECO’s account managers- and technical engineers have been werking with
customers to discuss these concerns and meer customer needs.

At the panel hearings, HECO stated that it intends to file proposed modifications fo its.
load menagement programs by the end of the year. Tr. (8/29) at 314 (Hee). Ashas been |
indieated in other filings, HECO intends to add a residential air conditioning load control
component to its RDLC Prograrn, and intends to offer expanded options, including a customer
demand response component, in its CIDLC Program. |

c. Proposed RCEA Program

HECO filed an application requesting approval of a Residential Customer Energy
Awareness Pilot (“RCEA”) Program on May 15, 2003 in Docket No. 03-0142. HECO requested
_recovery of program costs through its IRP Clause, but did not request recovery of lost margins or
shareholder incentives for the proposed programs, which was proposed to be a pilot program.
HECO filed its “Application/IR Responses Clarification,” in the.forrn of a revised application on
October 7, 2004.

In its Application, filed November 12, 2004 in the Rate Case Docket, HECO proposed to

Gaining environmental approval to use customer owned stand-by generators to accomplish customer
- load reductions under the CIDLC Program took most of 2005 to complete. This effort resulted in the
Generator Reporting Agreement and approval by DOH allowing customer stand-by generators to
- operate during a system emergency for up to 500 hours per year. This agreement, however, may not
encompass every customer’s generator permitting requirements and these requirements will continue
to be addressed-as necessary. ' -
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recovef' the program costs for then proposed RCEA Program in base ratés. In addition, HECO
proposed that the proposed RCEA Program duration be extended from two years to five years (to
match the five-year duration for other programs) and that the cost recovery mechanism er the
proposed program be modified so that thé program costs would be recovered entirely through
base rates (rather than partly through base rates and partly through the DSM component of the
IRP Clause), if the program was approved in Docket No. 03-0142.'*

Af the time HECO filed its abplication in the Rate Case Docket, as well as the time the
Commission filed Order No. 21698 opening the EE DSM Docket, a decision and order had not
been filed in the RCEA Program proceeding. Following oral arguments 6n February 2, 2005, the
Commission issued final Decision and Order No. 21756 (“D&O 21756”) on April 20, 2005
denying the application (as revised on October 7, 2004) without prejudice, citing céncems raised
by the Consumer Advocate.”> The Commission noted that (1) it “understands HECO’s need and
desire to educate its residentiai customers about energy matters, including conservation,” and (2)
“[a]n educational program, such as the RCEA Pilot Program may be better suitéd as one
component of a portfolio of DSM measures, which may be considered in other proceedings

‘before the.Commission, if HECO so chooses.” D&O 21756 at 9-11.'¢ D&O 21756 stated that

' Since the RCEA Program was proposed as a pilot program, it was possible that the RCEA program

might not continue beyond the two years included in the program application. The Company
indicated that, if the program was only approved as a two-year pilot program in Docket No. 03-0142,
and was not subsequently extended, then the Company would return the program cost of the RCEA
Program included in base rates to residential customers-during the time that the program was not in
service through a temporary rate decrease created specifically for that purpose. HECO T-10 at 51.

The Consumer Advocate filed a Statement of Position on December 1, 2004, and HECO filed its
reply on December 28, 2004. Although the Consumer Advocate opposed the application for the
RCEA Pilot Program, the Commission noted in its D&O that the “Consumer Advocate makes clear
that it does not dispute HECO’s concern regarding its Iong-term ability to meet the growing energy
demands of the residential customer class during the evening peak.” D&O 21756 at 9.

The Commission stated that:

The commission understands HECO’s need and desire to educate its remdentlal customers
about energy matters, including conservation. We further recognize that educating residential
customers to encourage energy conservations and make them aware of (1) measures that can

15
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“an edv]l'cational program, such as the RCEA Pilot Program vmay be better suited as one
component of a portfolio of DSM measures, which may be considered in other proeeedings
before the commission, if HECO so cheoses.” D&O 2i756 at 10.

- When the Commission issued D'&O 21756 denying HECO’s request to implement the |
RCEA Program, without prejudice, HECO proliosed in its rate case to implement a customer
awareness campaign instead. In order to fund the campaign, HECO increased the test year non-
labor Infermationzil Advertising expense by $750,000. HECO RT-10 at 1_0; HECO-R-1001;
response to CA-IR-533.b. |

HECO worked diligently to develop its awareness campaign proposal once it received
D&O 21756 on April 20', 2005, and HECO provided details of the proposal as soon as they were
avaiiai)le. HECO raised and fully discusseci the issue in its response to CA—IR—533-that was |
served on the Consumer Advocate and the DOD on June 8, 2005. The need for increasing the
Informational Advertising expense was discussed again in the rebuttal testimony of HECO-
witness Alan Hee. HECO RT-10 at 10-12 and 21-23. HECOQO’s response to DOD-RIR~56 shows
the advertisements. HECO’s responses to other information requests, such as CA-RIR-61, 62,
. 64, 65 and 69, and DOD-RIR-54, provided additionalidetails..
| The Consumer Advocate and the DOD disagreed with the$750,000 increase to the non-

labor Informational Advertising exp_ense, and the Parties were not able to settle this issue’in the -

rate case. 17

be taken during the crucial 5:00 p.m. to 9:00 p.m. priority peak period; and (2) their impact
on the need for future electrical generation may provide some relief to HECO in reducin%
peak loads, which ultimately will assist HECO in maintaining its generating system relia
guideline. :

- D&O 21756 at 9-10.
The Stipulated Settlement Letter stated that the Parties were unable to reach agreement on this issue

and agree that the differences in positions can be adequately addressed in their respective post-
hearing briefs, and further examination at the evidentiary hearings is unnecessary. In the rate case,

ility
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In this docket, the parties could not agree on whether issues 6 and 9 should in,cludev
referenc¢ to an RCEA program,18 even though Order No. 21698, which initiated Docket No. 05-
0069, included the RCEA Program in issue 2. HECO’s position was that, if the Commission
rejects or approves the conservation informational advertising program in th¢ rate case on
substantive grounds, then that issue will have been décided and should no longer be addressed in
the EE DSM Docket. But if the Comrrﬁssion decides that the expenses for tﬁis program should
not be a!lowed into rates becayse, Qroceduraliy, the Company proposed it too late in the rate case .
proceeding,19 then the Company’s position would be that it should be addressed in the Energy
'Efficiency proceeding, since the merits of this issue had not been decided by the Commission.
The‘Commission accepted HECO’s version of the Prehearing Order. |

Thus, in this proceeding, HECO has requested that, if the additional funds HECO
proposed to spend for informational advertising in HECO’s 2005 test year fate case are not
considered in that case, the Commission approve the recovery 6f costs related to the RCEA
frogram in this docket. HECO FSOP ét 80. However, pending the Commuission’s determination
on this matter in the Rate Case Docket, HECO has not included any RCEA Program costs in this

- proceeding. HECO FSOP at 53.

d. HECO Rate Case Proposals/Bifurcation |

In its application, filed November 12, 2004, in Docket No. 04-0113 (the “Rate Case
Docket”), HECO requested the approvals necessary: (1) to implement seven new energy

efficiency DSM programs, (2) to recover the program'costs for the seven energy efficiency DSM

the other parties indicated that the issue should be addressed in this proceeding, and not in the rate
.. case. -

'®  “RCEA Program” means generally a conservation informational advertising program rather than the
RCEA Pilot Program proposed in Docket No. 03-0142 in particular.

The Commission stated that this was an issue in Interim Decision and Order No. 22050, issued |
September 27, 2005, in Docket No. 04-0113, at 10.

19
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prografhs; a RCEA Program, and two load management DSM pro‘gramé through base rates, (3)
to imp.lement and recover the costs of a proposed DSM utility incentive (given dispontinuance of
the current lost margin recovery and sh‘areholder incenﬁve mechanisms pursuantvto the p.ribr‘
DSM stipulations) through base rates, aﬁd 4)to reéoncile DSM customer incentives and the
DSM utility incentive through a proposed DSM Reconciliation Clause. .

The new energy efficiency DSM programs that HECO proposed 1n the Rate Case Docket
included the: (1) Commercial and Industrial Energy Efficiency (“CIEE”)_ Program, (2)
Commercial and Industrial New Construction (“CINC™) Program7 (3) Commercial and Indﬁstrial A
CustOmized Rebate (“CICR”) Program, {4) Residential Efficient Water Heating (“REWH™)
| Program, (5) Residential New Construction (“RNC”) Program, (6) Residential Low Income

(“RLI;’) Program, and (7) Energy$olutions for the Hdrne (“ESH”) Program. |

In its 2005 test year rate case application filing, HECO provided extensive testimonies,
exhibits and workpapers in sui)port of its proposed DSM programs. In HECO T-10, Alan Hee
described HECO’s proposed DSM program costs, DSM utility incentive levels; thé mechanismsv
by which program costs and utility incentive:s are recovered, and the DSM Reconciliation
_ Clause. In HECO T-11, Gregory Wikler described HECO’s‘propOSed DSM Prbgrams, their
éosts, energy, and demand sailings impacts, and program cost efféctiveness. In }IECO T-12,
‘Daniel Violette discussed the rationale fér utility incentives for DSM, alternative incentive
mechanisms, and comments on the Consumér Advocate’s position on lost margins and
shareholder incentives. In fhe HECO rate.ca»se proceeding, there were also filed responses to
. DSM;related information requests, a listing of which is provided in Exhibif 1 to HECO’s FSOP. -
()n March 1, 2006, HECO informally provided the rate case DSM-related testirﬁonies,

exhibits, workpapers and responses to information requests to the parties/participants to the
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| Energy Efficiency Docket. The HECO rate case DSM-related testimonies, exhibits, WOrkpepers
- and responses to information requests are voluminous. In the interest of administrative
efficiency, HECO incorporated by reference its rate case DSM-related testimonies, exhibits,
workpapers and responses to information requests.

e. Energy Efficiency Docket and Ihterim Proposals

By Order No. 21698, filed March 16, 2005, the Commission opened the Energy
Efficiency Docket separatmg HECO’s requests for approval and/or modification of its energy
efficiency and load management DSM programs and recovery of such program costs and DSM
utility iﬁcentives from HECO’s 2005 test year rate case, Docket No. 04-0113. |

Under the schedﬁle agreed upon by the parties/participants,”® HECO was alloWed te
request approval for the implerﬁentation of the Interim DSM Proposals on an interim basis untﬂ a
| final decision and order is rendered.?’ On December5, 2005, HECO filed tﬁe proposed
modifications to its existing energy efficiency DSM programs, end also requested approval of a
ﬂew interim DSM program (collectively referred to as HECO’s “Interim DSM Proposalis”).22
HECO requested interim approval for modifications to the existing CIEE, CINC, and CICR

Programs, and a new Interim ESH Program.”® HECO did not propose any modifications to its

% Under the agreed upon schedule, HECO first provided its Interim DSM Proposals informally to the -

parties/participants on October 11, 2005. The parties/participants provided informal comments to
HECO on its Interim DSM Proposals by November 18, 2005.

The Prehearing Order explained that HECO’s Interim DSM Proposals “will be its proposed DSM
initiatives pending the resolution of the Energy Efficiency Docket, such as modifications to its
existing energy efficiency programs (e.g., changes in customer incentive levels and program budgets,
modifications to customer payback period) and/or new DSM programs (e.g., CFLs for the residential
sector). . For the Interim DSM Proposals, HECO will request Commission approval for their
implementation on an interim basis until a final decision and order is rendered by the Commission in -

~ the subject proceeding. The Interim DSM Proposals are being proposed at this time to help HECO
address its reserve capacity margins shortfall situation.”

HECO submitted Excel spreadsheet files associated with the proposals on December 7, 2005.

In effect, the Interim DSM Proposals represented a stepwise transition to the full-scale and compiete
DSM program portfolio envisioned in the Energy Efficiency Docket. '

21

22
23
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existin% REWH and RNC Programs at that time, in part because a 30% federal tax credit for
solar systems would be going into effect January 1, 2006, and was expected to inc;ease
participation in HECO’s two exiéting resi&ential energy efficiency programs.

In its hltérifn DSM Proposals, and in its response filed J anuary 31, 2006 to the commenfs
of some of the parties, HECO explained in detail its Interim DSM Proposals and their rationale
aﬁd relationship to its reserve capacity situation. HECO indicated that ité Interim DSM
Proposals- were necessary tb provide irIECO with additional_megaWatts of peak demand savings
in order to help address its reserve capacity situation. Irnplementation Qf accelerated DSM
iﬁitiatives were intended to help mitigate the shortfall by lowering PIECO’S peak demand,

| thereby increasing the reserve margin. The Interim DSM Proposélls also offered enhanced
enérgy savingé opportunities to HECO’s resbidential and commercial and industrial éustoﬁleré,
and were intended to be a natural tfansition to the expanded portfolio of DSM programs that
HECO is proposing in thi's proéeeding.

| The modifications to the existing C&I programs included increasing CIEE i’rogram

customer incentive levels to provide apprdximately 25% of the incremental cost vof the more
efficient alternative measures. Since the same customer incehtives also would z.lp.pl‘y to the
.installation of these measures ‘under-the_ CINC Program, HECO altso proposed to modify the
CINC Program. The modificatié)n tdthe‘ existing CICR Program consisted of eliminating fhe: :
two-year payback requiremgnt. In total, thesé C&I Program modifications were expected to
reduce HECO’s peak by an‘additional 1.4 MW beyond the reductions expected. withouf these

: r_nodifications. Y_S_gg Exhibit A to Interim DSM Proposals for details on the CIEE CINC and
CICR Program modificatidns. : |

HECO?’s filing indicated that it expected the Interim ESH Program to distribute
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- approximately 180,000 compact fluorescent lamps (“CFLs”) fo residential customeré_, redu(;e
H'ECO’S. peak by 2.47 MW, reduce annual energy consumpt_ion by 13,245 MWh, and save
customers $35.87 annually on their electric bills. The Interim ESH Program is a subcomponent
of HECO’s proposed full scale ESH Program, which is being proposed as part of the portfolio of |
DSM energ‘y’ efficiency programs in the Energy'Effiéiency Docket. Exhibit B to HECO’s filing
provided details on the Interim ESH Prégram. The Interim ESH Program coﬁld be easily
impleménted because HECO was already invblvgd in a pilot CFL program (implementéd without -
cost recovery) that was similar to the proposed program. In executing the pilot program, HECO'
worked with manufacturers, distributors, and retailers.of CFLs, and with coupon redémptidn |
centé:rs.24 HECO planned to build upon these established relationships to quickly impiemeﬁt the
propésed Interim ESH Prograni. It has also developed advertising and marketing thgmes and |
materials, which can be used or improved upon for the new program. In adaition, the installation
of CFLs in the home has the potential to result in significant lpé\d reductions (at 0.012 KW
feduced per lamp).

A Technical Consultant Meeting was held on November 2, 2005. The intent of the

“Technical Consultant Meeting was to informally discuss issues such as statewide energy policy,
HECQ’S Interim DSM Proposals, DSM program design and incentive mechanisms, and recent
developments in DSM program regulation and imﬁlementation. : |

On January 9, 2006, RMI filed commenis on HECO’s Interim DSM Prqposals. On.
~ January 10, 2006, the Consumer‘ Advocate, DOD, HSEA and HREA filed comments on HECO’s

Interim DSM Proposals. The Consumer Advocate, RMI and HSEA supported approval of

% As reported in its 2006 AOS Report, during the last quarter of 2005, HECO started its “See the

- Light, Make the Change” campaign, partnering with GE and the local GE distributor Webco Hawaii
to encourage residents to buy and install 100,000 compact fluorescent light bulbs (CEL) by
December 31, 2005. The promotion increased statewide sales of CFLs to over 100,000.
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HECO/’IS Iﬁterim DSM Proposals. HREA stated that it was “basically néutral regarding the
merits vof HECO’s Proposed Interim DSM Programs.” On January 31, 2006, HECO responded
to the comments. |

On Marcﬁ 15, 2006, the Commission provided the parties/participants with a copy of a |
report, dated March 3, 2066, entitled‘ EPA Review of HECO Interim Demand-Side Management 4
Pfoposals (Docket No. 05-0069) (“EPA Interim Report™), submitted to the Commission by the ‘
U.S. Environmentél Protection Agency (“EPA”), the Commission;s consultant to the proceeding,
on HECO’S Interim DSM Propo‘sals.z'5 The EPA Interim Report provided comments on HECO’S .
Interim DSM Proposals, and stated that EPA and its coﬂsultants revieweci HECO’s Interim DSM
Proposals with a goal of 'providing comments that (1) may help té enhancé the effectiveness of
the préposed pfo grams, (2) suggest ways to increase éonfidence in the projected enérgy saviﬁgs ‘
and demand reduction, and (3) consider the cost effectiveness of the programs. EPA Interim
Report at 1 & 3. The EPA COIﬁments mainly addressed DSM program design issues, ihcluding
aspects such as eligible measures, energy and demand savings estimates, progrém ﬁmketing and
delivery mechanisms, and program budget assumptions. In its Conclusions and
‘Recommendations, the EPA recommended that the Coml'nissvion approve HECO’s Interim DSM
Propoéals. EPA Interim Repdrt at 12. Qn March 28, 2006, HECC filed a response fo thé EPA |
Report. | |

On April 26, 2006, the Cbmmission iésued Interim Decision and Order No. 22420
(“Interim D&O 22420). Iﬁterim D&O 22420 granted approval for HECO to ifnpiement its
- Interim DSM Proposals, on an interim basis, until the Commission issues a final decision in thié :

docket. In addition, the Commission ordered that:

»  The Commission provided the EPA Report to the parties/participants by transmittal dated March 15,

2006, with responses due March 28, 2006.
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1) HECO provide the Commission and the Consumer Advocate with notice of any
modifications made to the incentive levels for the Interim ESH Program within 30 days
of such modification;

2) HECO provide the additional information requested by the Consumer Advocate
~and the EPA in their respective responses to HECO’s Interim DSM Proposals;

(3) - HECO’s request to extend its recovery of lost margins and shareholder incentives -
to the interim enhancements to its existing energy efficiency (“EE”) demand-side
management (“DSM”) program526, in effect, was denied”; and

4 HECO’s recovery of lost gross margins and shareholder incentives for its DSM
programs must be discontinued within thirty days of the filing of this Interim D&O, until
further order by the Commission.

f. Revised/Updated Prbgram Measures, Costs and Impacts

. In general, the energy efficiency DSM programs include energy efficiency measures that -
electric utility customers can take to utilize electricity more efficiently (such as instélling more
efficient lighting fixtures or water heaters), and the customer incentives (or rebates) provided by
the utility to encourage customers to implement the measures. The measures would be installed
by the customers or vendors, and not by the utility itself. Other program compénents include

“eligibility and verification requirements, and assistance that can be provided by the utility in
determining what measures to install. HECO provided a detailed description of the measures,

| customer incentivés, eligibility requirements, customer assistance provisiéns, and other program
compohents in its Phase II Study Exhibit HECO-1102 in Docket No. 04-01-13 (“HECO 11027).

In its Final Statement of Position filed June 1, 2006 (“ESOP™), HECO provided updated

% HECO requested lost margins and shareholder incentives for the proposed modifications to its -

existing DSM programs, but not for its proposed Interim ESH Program, which would be a new

. program.
Interim D&O 22420 had the effect of denying this request, although this request was not separately
addressed in the ordering paragraphs. '

27
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DSM Vfogram measures, costs, energy and demand savings impac’:ts,28 bénefit/cost ratios, and

. utility compensation amounts in Exhibits 7, 8, 10, and 12, which superseded the corresponding
information that was included in its rate case.applvicatio.n filing. HECO also updated certaif; ,
DSM program désign parameters. '

In its response to CA/HECO{R—9 filed J uly 1, 2006,VHECO provided updated Exhibits 7,
8; 10 and 12. In discussions with RMI with respect to the updated exhibits, certain errors and
omissioné in the spreadsheéts includéd in Exhibits 7, 10 and 12 to ‘the IR ;ésponge were
identified. As a result, on Auguét 24,' 2006, HECO filed a revisedA response to CA/HECO-IR@
and revised Exhibits 7, 10 and 12. The révisions are summarized on pagé 2 to the revised IR
response. As a result of these revisions, Exhibit 13 to HECO’s FSOP also needed to be updated.
HECO filed workpapers to CA/HECO-IR-9 revised Exhibit 7 (“revised Exhibit 7”5 on Auguét :
28, 2006. The exhibits included in the August 24, 2006 revised response to CA/HECO-IR-9
supersede the previously filed .versions of these-exhibits.
During the course of the EE DSM Dockef, HECO identified a number éf re.visions to the

energy efficiency DSM program measures and incentives (as well as to certain other program

“components), based on the development of its interim DSM proposals, comfneﬁts received from
'ﬂm other parties and EPA and updated information. Changes frorﬁ the rate case 'prolg)o_sais are
detailed in revised Exhibif 8', See revised response to CA/HECO-IR-9, filed August 24, 2006 .
(“revised Exhibit 8”) at 10.' .Revi'sed Exhibit’8 also identifies changes in the estimates with
respect to first year pro gralﬁ participation (Q at 11-17), impact by progrém méasure (id. at 18-

- 22), ahd customer incentive and program implementation costs (id. at 23-31).

% For example, energy rates used to estimate customer bill savings were updated to reflect the more

recent fuel oil price projections shown in Exhibit 12. Since the model only accepts one energy rate
per program, the updated energy rates reflect $60/bbl LSFO fuel.

33



g. EPA Comments

EPA’s report eﬁtitled “EPA Comments in Docket Né. 05-0069 for the State of Hawaii
Public Utilities Commission” (“EPA Report™) was filed July 26, 2006. The EPA Report
concluded that HECO’s “proposed programs are generally well designed and are cost-effective
based on I—IBCO’S assumptions.” EPA Report at 18. | The EPA Report also provided comments

on specific DSM programs, to which HECO provided responses, as referenced in the following

sections of this brief.

h. EE Panel Hearings
‘Is_sues relating to the appropriate goals for the EE DSM Programs, including the
maximum achievable potential, were addressed on the first day of the panel hearings. Program
design and cost-effectiveness issues were addressed on the second day of the hearings.

3. Design of DSM Programs

Global Energy Partners, LL.C (“Global”) developed two studies that formed the basis for

7 fIECO’s DSM program design. The fifst study, “Assessment of Energy Efficiency and.Demand
| Response Potential,” assessed the Maximum Achievable Potential ("MAP”) for DSM in HECO’s
_ serviceAterr‘itory. See HECO-1101.% The second study, “Assessment of Hawaii’s Energy

, Efficiency and Demand Response Potential - HECO Phase II Study,” definéd the programs that
could potentially realizev a portion of that potential and then estimated t.:he‘impacts, expenditures,
and cost-effectiveness for each program. See HECO-1102. Both studies were conducted 6n '

" behalf of HECO to explore the potential of DSM for its IRP-3 resource plan.

The first study relates to a joint effort that was conducted by Global, under the direction

of Vice President Gregory A. Wikler, for HECO and its two subsidiary utilities.MECO and

% . HECO-1101 contains the main report from the Phase I study: A number of appendices that are .

referenced in the study were not included in HECO-1101 due to their large volume, but were made
available upon request. ' ’
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HELCO. This study, referred to as the Phase I Study, was anlassessment of énergy éfficiency
achievable potential for the three islands that these utilities serve — Oahu, Maui and Hawaii.
The Phase I Study was designed to address various technical topics related to energy efficiency
program planning where parameters are common within é geographical regipn such as the State
of Hawaii. S_@g HECO’s 2005 test year rate case diréct testimony (“HECO T-11") at 5.

The Phase I study (with respect .to HECO) found that, even with HECO’S energy
efficienéy program accomplishments, signifiéant potential still exists for additional enérgy
savings on Oahu. These energy savings can beét be realized through a major expansion of
'HECO’S energy efficiency DSM program efforts, which will necessitate that HECO expand iis
exisﬁng DSM program portfolio to include previously underserved markets for energy |
efficiency. HECO T-11 at 5.

For example, research from the Phase I study revealed that significant potential lies in the
lighting market in the residential sector. In addition, the mulﬁi—family market has a significant

| éotential that has not been targeted in pﬁst program efforts. The commercial heating ventilation -
and air conditioning (“HVAC”) market also appears to hold significant potential for energy
_ efficiency.' HECO T-11 at 5.

It is fair to assume that the energy efficiency potential identified iﬁ ihe Phase I study can
be economically achieved. A conservation supply curve assessment reveéle_d that over three-
quarters of HECO’s MAP could be obtained for under 10 cents per kilowatt-hour, levelized over
 the lifetime of the measures. HECO T-11 at 6.

Savings impacts were estimated and validated relative to HECO’s past program
accomplishments by utilizing an engineering simulation model knOwﬁ as the Building Eﬁefgy

Simulation Tool (“BEST”). The BEST model simulates energy loads for specific types of
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buildings and energy efficiency measures using Oahu-specific parameters such as building size,
the age of the building, and historical weather. Once BEST runs were completed, the savings
results were compared with HECO’s reported savings from its recent evaluation reports ‘ '
submitted to the Commission. As necessary, adjustments were made in the savings celculatiohs
to more accurately reflect actual conditions. HECO T-11 at 6. |

If cost (i.e., near term rate impacts) were not a consideration theh the amount of average
and peak .electric load reductions that could be achieved for each island would theoretically
approach the MAP. However, the ability to achieve the MAP is constrained by the degree to
which the DSM programs are accepted by the market. Added program expenses to overcome
market barriers and increase market acceptance by raising customer incentives and extending
outreaeh programs would help, but may not‘ result in ettaining this maximum u_ppet bdundary for
energy efficiency and load reduction savings. Response to LOL/HECO-IR-2.

The study Phase II Study referenced in HECO-1102 was an assessment of enetgy
efficiency program potential that was specific to HECO. It was the next step ih the energy
efficiency planning process that HECO established for development of its next generation of
energy efficiency programs. There were four objectives in the Phase II Study, each of which is
addressed in significant detail in HECO 1102: -

1) To identify new programs that HECO could 1mp1ement to increase its acquisition
of DSM energy and demand reductions;

(2)  To develop descriptions and designs for each program identified;

(3)  To develop projected impacts and budgets associated with each program; and

4 To conduct a cost-benefit analysis in order to obtain an indication that the
proposed programs are cost-effective.

HECO T-11 at 6-7.

‘The major findings from the Phase II energy efficiency program plan are highlighted
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below. Drawing upon a number of information sources, the Phase II energy efficiency effort
resulted in a portfolio programs. These information sources 4include'd three elements:

(D HECO s five existing DSM energy efficiency programs;

- (2) HECO’s then pending DSM program applications with the Commission for the
RCEA, RDLC, and CIDLC Programs; and

3) Benchmark experience from other utility energy efficiency program efforts. -

HECO T-11 at 7.

Gl'obal also considered the input frorﬁ the HECO IRP-B Demand-Side Technical
Committee process conducte(i in early 2004. Mr. Wikler was a main participant in several
meetings of the IRP-3 Demand-Side Techﬁical Committee. Generally, the feedback and
suggestions that came from key stakeholders represented at those meetinvgs were incorporafed
into the program designs outlined by Global. Copies of all of the presentations that were made to
the Demand-Side Technical Committee are inciuded.in HECO-1102. See résponse to CA-IR-
325.c, Docket No. 04-0113 (IRP-3 Demand-Side Technical Committee).
| The projections used in IRP-3 differed from the Ph‘ase- I results only with respeét to the
two load management programs. The impact and program cost estimates for the energy

_efficiency programs were the same. In both the Phase II study and IRP-3, the CIDLC and RDLC
~ programs were assumed to be implemented in 2004. However, in IRP-3, the implementation of
the two programs was aécelerated based on the load management program applications filed with
the Commission in 2003. In addition, the central air conditioning direct load' control component

- of the RDLC Program was eliminated from the program submitted for the IRP-3 process. The
overall result was that the estimated incremental impact in Year 2 was greater for IRP-3 than in
the Phase II study. Furthermore, as a conséquence, the IRP-3 prograni costs were higher than in |

the Phase II study. HECO T-11 at 8.
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/'B aéed on the various assessments of energy efficiency programs for HECO, Global
offered the following conclusions:

(1)  Significant potential exists for energy efficiency on Oahu;

(2)  Tapping that pofential will require experience and hard work since much of the
savings lies under the surface and requires extra effort to realize; and

(3)  The Phase II study leaves little doubt that HECO isin a strong position to expand ‘
its energy efficiency programs to meet this potential.

HECO T-11 at 87..

In its FSOP filed June 1,.2006, HECO updated certain DSM program design issues. The
changes made to HECO’s DSM program assumptions, including assumptions as to participation,
measure unit level impacts, and line item expenses, were identified in Exhibit 8. Exhibif 9
includ_ed additional information requested by the ansumer Advocate and the EPA in their
respective reéponses to HECO’s Interim DSM program proposals as ordered by the Commission
in Interim D&O No. 22420. HECO FSOP at 43.

4. DSM Program Incentives

Customer incentives help to reduce the cost of a participant’s investment in a particular
DSM measure, and also provide credibility to DSM measurés that can increase customer
“acceptance of what may be a new technology for the customer.

a. Development of Incentives

In determining the 1¢vel of the customer incentives for various DSM measures, HECO ‘
takes into-account the level of savings for a particular measure and the length of persistence of
the savings. This level of energy and demand savings is then multiplied by évojded energy and
~ capacity costs to determine the value of the savings. Once the value of the savings is known,

HECO determines levels of cusfomer.incentiVes that are intended to balance the benefit of the
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savings with the cost of promoting the technology.30
HECO typically formulates its rebates based on 1eve1:s sufficient to encourage customers
to adopt demand-side management measures. The level of incentive also should be
commensurate with the value of the savings the DSM méasure provides. In addition, HECO
adjusts the incentive leyel in order to help maintain the cqst—effectiveness of the program. See
response to HSEA/HECO-IR-1. |
Ratepayer funded DSM programs neéd to strike a balance between offering cusvtomer
incentives to motivate customers to install ene_rgy efficient measures and/or adopt new
'technolégies versus overpaying incentives and/or pro{ziding incentives to customers who would
have installed the energy efficiency measure even without a utility DSM program. HECO |
qualitatively takes into accounf customer equity considefatiOns by designing DSM programs that
offer opportunities for the entire spectrum of its customer base to participaté. A careful balance
needs to be struck between this objective and a hypothetical exémple where a potential project
éould offer significant energy and deménd savings,"but could also meet the classic defirﬁtion of a
free-rider. Consideration must certainly be given to mahaging the level of free-riders and the
. related Aince’ntives paid to them. Response to HREA/HECO-IR-8.

As a way of expressing the magnitude of the incentive, customer rebates are often stated
as a percentage bf the customer’s incremental cost for installing the en-erg.y efficiency measure. '
The level of incentive varies by program and is determined based on HECO’s past experieﬁc_e in
' implementihg the various programs combined with industry benchmark experience. Below is a
listiﬂg of the rebates proposed in this docket expressed as a percentage of the incremental cost to

install the measures covered by each program.

% Tt should be noted that the balancing process is not an exact science, and rebate 1eve1s may be

changed from time to time based on experience and market conditions.
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CIEE | 25%

CINC 23%
CICR 10% -
ESH 39
REWH 0%
'RNC - S 48% |
RLI | 100%

See response to HREA/HECO-IR-4.

b. Cap on Customer Incentives

HECO proposes to increase the maximum single customer rebate limit for the CIEE,
CINC and CICR programs from $250,000 to $350,000. This increase is appropriate because the
lower original maximum limit was developed when program implementatien was just beginning
in the mid-1990s. Based on actual inflation and the hkehhood of large projects in the future
HECO requests that the maximum smgle customer rebate limit be increased to $350,000. HECO
FSOP at 43-44; HECO T-11 at 14. -

c. Impacts
'The first-year energy and demand reduction estimates (net of free-ﬁders) for the DSM
programs are as follows; |

1) DSM Program Energy Reduction:  54.75 GWh (gross generation level)
: 51.2 GWh (net-to-system level)

2) DSM Program Demand Reduction: 19.6 MW (gross generation level)
18.3 MW (net-to-system level)

See CA/HECO-IR-9 revised Exhibit 10 (“revised Exhibit 10™).
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Annualized First-Year Impacts for Measures Installed in 2006

2006
Program Net System . Net System Peak
Energy Savings Demand Savings’
: (MWh) MW)
1. CIEE 15,266 2.3
2. CINC 5,823 0.9
3. CICR 9,583 1.2
4. ESH 16,194 4.1
5.REWH 2,746 0.6
6. RNC 2,542 0.8
7.RLI 2,633 0.6
8.RDLC 0 6.2
9. CIDLC 0 3.0
Total 54,788 19.6

! Impacts are expressed at the gross genefation level and are net of
freeriders. Figures based on revised Exhibit 10, filed August 24, 2006.

2 Assumed that the programs were approved and implemented in

January 2006. ’

For the first five years, the estimated energy and demand reduction savings for the nine
programs are as follows:

Cumulative Annualized Impacts for Measures
installed in 2006 and thereafter

____Net System Energy Savings' (MWh)
Program = 02007 2008 2009 2010
1.CIEE | 15266 30,532 45,799 61065 76331
2. CINC 5823 11,646 17469 23292 29115
3. CICR 0,583 19,166 28,749 38332 47915
4. ESH 16,194 26,133 32204 = 38274  42.468
5.REWH | . 2746 5492 8238 10984  13.730
6. RNC 2,542 5893 8267 10,641 13,015
7.RLI 2,633 5267 7,900 10533 13166
8. RDLC 0 0 0 0 0
9. CIDLC 0 0 0 0 0
Total 54788 104,130 148,626 193,122 235.741
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Program Net System Peak Demand Savings' (MW)

: 2006 2007 2008 - 2009 2010
1. CIEE 23 4.6 69 9.1 . 114
2. CINC 0.9 1.7 2.6 3.5 44
3. CICR 1.2 2.5 3.7 50 6.2}
4. ESH 4.1 6.9 8.8 10.6 12.1
5.REWH 0.6 1.3 1.9 2.5 3.2
6. RNC 0.8 2.0 - 3.0 4.0 50
7.RLI 0.6 1.2 1.8 24 3.0
8. RDLC 62 . 11.0 145 147 14.7
9. CIDLC 3.0 11.3 - 17.5 24.6 26.0
Total 19.6 42.5 60.6 - 76.3 85.9

! Impacts are expressed at the gross generation level and are net of
freeriders. Based on revised Exhibit 10, filed August 24, 2006.

Note: Assumed programs were approved and implemented in January
2006.

Unless 0therv§ise statedv, program impacts are stafed at the gross generation level, net of
free-riders. (As explained below, free-riders are participants in the Company’s DSM programs
who would have installed the DSM measures anyway even without receipt of the customer

incentives.). ‘The program savings repoﬁed represenf annualized savings for measures installed :
during the year or period. See responses to DOD/HECO-IRs-1-12, 13, 15.
.In fesponses to IRs in the rate case, HECO provided detailed information as to:

(1)  how KW impacts are adjusted for their coincidence with HECO’S peak;
(2)  how kwh impacts are adjusted for system losses;

3) how the net-to-gross ratios adjust the impacts of the DSM programs by netting out
the effects of freeriders;

(4) ©  how HECO tracks the monthly quantity of individual measures installed (i.e.,
light fixtures, motors, etc.); and

(5)  how HECO calculates the decay rates for energy and capacity savings resulting
from the DSM measures installed in each program. :

See responses to CA-IRs-395, 396, 397, 405 and 410 in Docket No. 04-0113.

HECO originally started its DSM program in 1996 with engineering estimates of the kW -
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impact/s' of each DSM measure promoted including its coincidence with»HECO’s peak. (See
Demaﬁd-Side Maﬁagement Resource Assessment Final Report filed in HECO’s iqitial IRP Plan,
Volume 6, filed July 1, 1993, Docket No. 7257.) For residential measures these impacts and
coincidence faeters also varied by single family or multi-family end use and by new constructien
or existing construction. In the commercial anci industrial market segment the impact of each
DSM measure also varied by the business structure where it was installed. HECO used the load
profiles from twelve diffefent commercial and industrial business fypes, €. g., offices,
warehouses, retail, education, hétel/motel and miscellaneous commercial, to estimate the effects
ef different DSM measures on both the ifnpacts and the coincidence factors.

HECO has condueted three complete impact evaluations, Ifiled in its Annual Program
Modifications and Evaluation Reports (M&E Repofts”), where the impacts and ceincidence
with HECO’s peak was actually measured. A sample of projects from the years 1996 and 1997
was actually metered in the fifst impact analysis, filed in IIECO’S M&E Reports in 1998 and
1999. The second impact evaluation covered projects installed in the years 19?8 aﬁd’ 1999. The
individual reports from the second impact eyaluation were filed in HECO’s M&E Reports in -
2000 and 2001. HECO’s third impact evaluation was filed in the 2004 M&E Repo_rt,' and .
'Aincluded metered results from projects jnstalled in 2001 through 2003. Statistical alylalysyis was |
‘used to apply the results of the metered data of the sample groups to the ove;'all population of .
participants in HECO’s DSM pregrams. Using this method, the impact on HECO’s peak of each
measure and its implicit coincidence factor was aetuelly measured through onsite metering.

. However, not 511 measures in all twelve commercial market segments could cost-effectively be -
metered. Therefore, in the cases where a DSM measure Wae installed but not specifically

metered in one commercial market segment, the results of the metered data from another market
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segment Were adjusted by using the relationship of o;iginal léad profiles from the tWélve
different market segménts to determine the impact on HECQ’S peak of the measure in these
market segments. Response to CA-IR-395, Docket No. 04—01'13.

- HECO calculates the decay rates for energy and éapacity savings resulting from the
implementaﬁon of DSM measures based on the life éxpectanciés of the measures installed in -
each program. For example, in the REWH program the two main DSM meaéures being installed
are solar water heating systems with a life exiaectancy of fiftéeﬁ years and high efficienby
electric water heaters with a life expectancy of ten years. Consequently, the energy and capacity
'imp‘acts‘ will decay in the eleventh year by the amount of impacts resulting from the number of
higﬂ efficiency electric water heaters installed in the program in the current year. Theb life |
expectancy of each DSM measﬁre was based on industry experience and introduced to all partiés
in HECO’s IRP-1, Demand Side Management Report, Volume VI, Appendix A, Technology
Assessment Sheets, filed July 1, 1993, Docket No 7257. Respbnse to CA-IR-410.

| d. Free-Rid}ers

“Free-riders” are the customers who participate in a DSM program and receive the -
_financial iﬁcentive, but would have installed the DSM measure even if the utility did not have the
_ DSM programs. See HECO T-11 at 4. Another term for this is naturally oécurring conservation.
Even without utility sponsored DSM programs, some customers. would pﬁrc_hase and install
energy efficiency méasures. A well designed and implemented DSM program will encourége a
- greater number of customers to install these measures, but some of the measurés would have
been installed without the program. Therefore, when calculating the net benefits of the DSM
progfams, the impacts of the programs are reduced by the effect of cﬁétomers that would have

installed the DSM measures even without the existence of the programs. Response to CA-IR-
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397,E?cketNo.o4{n13.

| HECO’s evaluation consultant, KEMA, Inc., has conducted three cycles of‘DSM
program impact evaluations which assess individual DSM measure energy and demand sa{fings
and the level of free-ridership. HECO will proceed with its third net-to-gross study following tne
Consum‘er Advocate’s current intention not to ccmment on the net-to-gross survey instrun1ent.
R‘esponse to HECO/CA-FSOP-IR-123. ‘This net-to-gross study will assecs the level of free-
ridership for measures installed in prcgram years 2005 through 2007. Response to RMIVHECO-
IR-1. | |

A table included in the response tc CA-IR-313, Docket No. 04-01 13, lists the assumed
free-rider rates for each of the programs. For HECO’s existing pfograms, free-rider rates were
derived from the 1998-1999 Impact Evaluation Repofts.ﬂ For two of the new programs (RLi’

and ESH), the free-rider rates were derived from industry experience.32

e. Enhanced DSM Program Impacts
| HECO projects substantial increases in the DSM program impacts due fo the pfoposed
enhancements to the existing energy efficiency programs, the new energy efficiency programs
_ that are being proposed, and the proposed enhancements to tne load management'p_rog’rams.

HECO T-11 at 10.

31 The 1998-1999 CIEE and CICR Programs Impact Evaluation Report was filed in a.separateletter 4

dated January 2, 2001 in Docket Nos. 94-0011 and 94-0012. The 1998-1999 CINC, REWH and
RNC Programs Impact Evaluation Reports were filed as attachments to the November 30, 2001
Annual Program Modification and Evaluation Report in Docket Nos. 94-0010, 94-0011, 94- 0012
94-0206 and 94-0216.

For the RCEA program the free rider rates for both energy and demand are “‘not applicable” because :
the Company does not have an initial estimate of energy or demand impacts for the program. For the
CIDLC and RDLC programs the free rider rates for the energy impacts are “not applicable” because
the Company will not be claiming any energy impacts for DSM utility incentive purposes. The .
CIDLC and RDLC program free rider rates for demand impacts are assumed to be zero because the
experience of other utilities who have implemented similar types of programs has been that without a
utility interruptible or direct load control program customers would not consistently and reliably
interrupt their loads.

32
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It is reasonable for HECO to pursue an expanded portfoho of energy eff1c1ency programs
at this t1me With ev1dence of strong support from the local community and the benefit of a
national trend toward expanded DSM, now is a perfect time for HECO to expand its program
offerings. The Company will work effectively with local partners to offer new and expanded
pro‘grams with the confidence that greater amounts of data are available from national sources to
best understand the newly targeted market segments and end-uses. |

f. Reserve Margin Shortfall Situation

In its report, EPA noted that: “It is important to target end uses that will aid with the
immediate need for preserving reserve Capacity.” EPA Report at 17. In the CIEE Program, 9v‘of
the 12 measures focus on lighting and are expected to obtain 56% of the program’s total energy
savings and 58% of the total peak demand savings. In the CINC Program, 7 of the 10
preseriptive measures target lighting and are expected to capture 53% of the program’s total |
energy savings and 48% ‘of peak demand savings. Historically; lighting measures have
represented about a third of the energy savings for the custom component of the CINC program..
| HECO also plans to file a modification to the current RDLC program to add the load control of

_air conditioners to the program, which will help to achieve additional peak demand'savtngs.
| _Given its reserve margin shortfall situation, HECO attempted to aecelerate the enhanced
DSM programs as much as possible, while still complying with mandated regulatory and

planning processes.3 > The programs were developed in the on-going IRP-3 process.™ The entire

3 Steps that were taken to accelerate the energy efflclency DSM programs were listed in the response

to CA-IR-567, Docket No. 04-0113.

HECO’s third cycle of IRP resulted in the enhanced and expanded portfolio of programs that were
submitted in HECO’s 2005 rate case and that are under review in the Energy Efficiency Docket.
" (HECO’s IRP-3 Report was filed with the Commission on October 28, 2005, Docket No. 03-0253.)
This full complement of DSM programs was intended to address energy efficiency and load
management for all classes of commercial and industrial and residential customers. HECO’s

34 -
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process of developing the changes to HECO’s portfolio of prégrams began nearly tWo years
earlier with the initiatién of a DSM potential study in July 2003 and the organization of a DSM
Technical Committee under IRP auspices in December 2003. The DSM Technical Committee
provided valuable input into the design of the DSM progfams. The last meeting of the
Committee was held on April 21, 2004 and culminatéd in the portfolio of 10 DSM programs.
They were fully documented and filed With HECO's rate case fﬂed in Noverﬁber 2004, as
required by HECO's Commission-approved étipulations with the Consumer Advocate (for the
C&I DSM programs) and with the Consumer Advqcate and other parties (for the Residential
DSM programs). HECO sought to have the five exisfing energy efficiency programs with |
enhéncements and three additional programs bifurcated from the rate case and approvéd by the
Commission on an accelerated-schedule, so that an increésed rate of acquisition of peak |
reduction benefits from the eight programs could begin in mid-2005. |

When bifurcation resulted in a separate EE DSM Dockét, and did not result in an |
éccelerated schedule for the complete DSM proposai, HECO proposed a schedule that ;Vould
permit it to submit the Interim DSM proposals.

5. DSM Program Costs

a. DSM Program Cost Estimates

The fourth issue is: “For utility-incurred costs, what cost level is appropriate?”
The updated first-year program expense estimate for the seven energy efficiency DSM
- programs is $14,291,433.% The updated expense estimate for the two load management

programs for the same year is $5,404,817. The total expense estimate for the 9 DSM programs

. Response to EPA Report, filed March 28, 2006. See HECO’s Response to EPA Report, filed March
28, 2006.

35 The exhibits assumed that the first year for the new programs would be 2006.
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for the/same year is $19,696,250. First-year and future-year costs are shown in revised Exhibit
736
The costs for the energy efficiency DSM programs include the costs of (1) customer
incentives (i.e., ;‘rebates”), (2) direct labor, and (3) outside services. For each existing and
proposed DSM program, services are and will be delivered directly by HECO personnel énd
supported by third-party service providers under contract to HECO. All DSM programs are and
will be nianaged by HECO personnei. Third-party services are rendered for services such as
maintaining the computer softwére that tracks program performance, evaluation, legal, third-
party engineering reviews, preliminary energy assessments, feasibility studies, design assistance,
advertising, training, temporary help, equipment installation, solar inspections, and paging
services. See response to CA-IR-328.a, Docket No. 04-0113. |
| The costs for the load management programs include the costs of (1) customer incentives,
(2) direct labor, and (3) outsidé services. Outside services include implementation, tracking,
evaluation, advertising, and administrative/miscellaneous costs.”’
The costs for each of the nine programs also are shown separately, by coét component, in-
revised Exhibit 7% The “first-year” expense estimates for each of the nine pro'grams are as
follows: |

(1) CIEE $3.4 million
(2) CINC $1.6 million
(3) CICR $1.7 million

3 The exhibits assume that the new programs continue for 20 years in order to compare costs and

benefits for the 20-year planning period used in calculating the benefit/cost test ratios.

The list of “Outside Services” in HECO’s 2005 DSM Budgets contained in the 2005 A&S Report
Attachment B is slightly different; it includes: Implementation, Tracking, Evaluation, and Feasibility
Studies. ‘

The unit costs for each cost component were assumed to escalate by 3.8% per year in estimating the
costs for future years. In the revised exhibit, an adjustment is made to the total cost estimates for
future years to reflect a lower assumed unit cost escalation rate of 2.2%.

7
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(4) REWH  $2.7 million™
(5) RNC $2.0 million
(6) RLI $0.9 million
(7) ESH $1.9 million
“(8) CIDLC  $1.7 million
(9) RDLC  $3.7 million

See revised Exhibit 7.

In the revised exhibits, for ﬂlustrative'purposés, HECO also included an estimated cos£
for utility compensation (based on Alternative No. 2, as proposed by HECO on page 79 of its
FSOP) m the energy efficiency DSM program cost estimates.*

The DSM Program cost estimates were originally derived for and explained in the rate
case filing in Docket Nb. 04-0113. See HECO T-11; HECO-1102. The expense estimates were
updated and revised in HECO’s FSOP. In addi'tion, a number of revisions were made (and
explained) in the August‘ 24, 2006 filing that corrected the cost-effectiveness tests.

i. Rate Case DSM Program Estimates

In HECO T-11, HECO requested approval of ten DSM programs (eight energy efficiency
programs and two load management pro grams) with a 2005 test year éxi)ense estimate of |
| $21 ,454,600 to achieve 48.6 GWh of annualized energy savings (at the customer le;/él)'and_ 19.6
MW of load reduction (at the net-to-system level). The $21,454,600 amount included
$2,138,500 for the proposed RCEA Program. In rebuttal testimény, HECO substituted a request
to increase its test year expense estirﬁate for informational advertising in place of the RCEA '

Program as the result of the Commission’s Decision and Order No. 21756, filed on April 20,

% Although it was not originally reflected in Exhibits 7 and 8, the increase in the solar water heating

customer incentive to $1000 from $750 in the existing REWH and RNC Programs is reflected in the
- revised exhibits. _ :

Alternative No. 2 was one of the three utility compensation proposals being offered by HECO in this
docket. ' '
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2005, \/x}hich rejected the RCEA Program, without prejudice. The resulting test year expense
estimate for the remaining nine DSM programs was $19,316,100, including base DSM program
expenses that were eventually included in the test year expenses. HECO FSOP at 41.

ii. FSOP Cost Estimates

HECO updated its DSM program expense and impact estimates for its FSOP to:

(D reflect Consumer Advocate and EPA comments;

(2)  recalibrate program performance and costs to reflect recent program
performance;

(3)  reflect a refinement of assumptions involving customer participation by measure;
and :

(G)) reset the start year for the new programs and enhancements of existing programs
to the beginning of 2006 (in the test year they were assumed to begin in 2005).

HECO FSOP at 43.

In the FSOP, DSM program costs for the first year of implementation (2006) for the
seven energy efficiency programs and two load management programs were assessed to be
$19,096,200, to 'achievé energy savings of 54.8 GWh at the net-to-system level (52.1 GWh at the
customer level) and 19.6 MW at the net-to-system level, as shown jn Exhibit 7. The estimated
program costs for the seven enefgy efficiency programs were $13,691,400, to achieve loéd

‘reductions of 10.5 MW. See HECO FSOP af 42.

First year program costs for fﬁe energy efficiency programs decreased in the FSOP by
about $2 million from the rate case estimates due to a drop in estimated customef incenti\}e
payments for the CICR and ESH Programs. The reduction in CICR customer incentives of
approximately $1.1 million was due to the removal of certain customized méasures, which were

| being proposed as new prescriptive measures under the CIEE program. (In error, those measuresl
were not removed from the CICR program budget even though they were added to the CIEE

program in the rate case.) The reduction in ESH customer incentives of approximately $900,000
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was due to a lower estimate of number of participants in the a‘ir—conditioning, ceiling fan and
equipment servicing components of the program. HECO FSOP at 42-43.

The load management program expenses increased by about $2 million due to increased
program implementation costs resulting from the planned additions of a demand lpad response
component to the CIDLC program and new customer segments for direct load control. As stated
at the panel hearings, HECO planned td file these modifications to the load management
programs with the Commissiqn later this year. The amount of customer incentives was reduced
from the test year estimate to account for the ramping effect of new program participants.
Incentive payments are made only after the new partiéipants enroll in the program, rather than
frorﬁ the beginning of the year. HECO FSOP at 43.

iii. IRP DSM Cost Estimates

A comparison of the updated energy efficiency DSM program energy and demand
savings, with the DSM Action Plan impact estimates included ih HECQO’s IRP-3, was shown in
Exhibit 11 to the FSOP. The comparison indicated that the proposed DSM program imi)acts
were comparable with and similar to the IRP-3 estimates. Therefore, if HECO’s IRP-3 were

_ conside;ed vto be a reasonable basis for HECO’s energy efficiency goals, the proposed DSM
programs would achieve those goals. HECO FSOP at 52.

iv. Tracking and Evaluation Costs

The current DSM program tracking system, DSMIS, will require updating to reflect ’
changes in incentive levels and new technologies. HECO T-11 at 18, 28, 36, 55-56.

In general, the evaluation budgets were normalized based on a five-year timeframe, with
HECO concentrating its initial efforts on developing a comprehensive evaluation plan, which

will guide the activities for the next four years. HECO T-11 at 18, 28, 36-37. HECO’s future
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impact /évéluations will concentrate on the new energy efficiency 'rneasufes added to HECO’s
porcfol.io of DSM programs. See HECO T-11 at 47.

The evaluation costs were determined for éach of five years based on the type of aéﬁvity
that would be suitable for each year in that timeframe. For the first year, HECO specified |
developing evaluation plans and setting up the évaluation effort. The second and fourth years
wére devoted to data collection activities. The third and fifth years were for conducting the
process and impact evaluation studies. The costs will typically Vafy amongst thgse different
activities. Since the first year costs were quite low relative to othgr years, HECO normalizéd the .
evaluation expenses for the 5-year period by taking the total 5-year cumulative evaluation costs,

dividing by 5, and adding the result to program costs to representAeach individual year. See
HECO T-11 at 12. |

6. Increase in Costs

The increased funding for its energy efficiency programs is consistent with HECO’s
strong corporate commitment to offer its customers a vastly expanded array of énefgy efficiency
programs. These programs have been re—designed, and newly created in some céses, to more

| effectively tap the sigrﬁficant energy efficiency resource poténtial that remains on Oahu. While
‘HECO’S ongoing DSM progrélms have been very effective and be;neficial for its 'ratei)ayérs, more
‘work is needed to tap additional markets and énd-uses that have not been well penetrated;‘ This
includes the multi-family, rgsidehtial new coﬁstruction and small commercial market segments,
This also includes the reéidéntial cooling, appliance and lighting end-uses as well as the

, c_ommércial cooling, Ventilatidn and lightiﬁg end-uses. To effectively achieve the energy and = -

demand savings goals set forth herein, much wofk is needed that will require the significantly

expanded expenditure of money.
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7. DSM Program Cost-Effectiveness

The IRP Frame@ork requires that the cost-effectiveness of DSM programs be analyzed
from varying perspectives (e.g., utility cost perspective, rate impact measure perspective,
participant impact perspective, societal cost perspective and total resource cost perspeqtive). The
overall determination of cost-effectiveness in the IRP process should take into account all of the
goals and objectives of IRP (including fhe availability of non—qﬁantifiable benefits, the impact of
the progtams on the utility’s financial integrity, supporting Hawaii’s State energy obj e(;tives, and
the rate impacts of the programs).

a. Benefit/Cost Tests

1

In general, HECO considers a DSM program or portfolio of programs cost efféctivé if the
benefit/cost ratios for the Participant, Utility Cost (“UC”), Total Resource Cost (“TRC”), and
Rate Impact Measure (“R[M”) tests are greater than one (i.e., system benefits are greater than
program costs). See HECO FSOP at 52. For the purposes of HECO’S DSM programs, the cost-

| e;,ffectiveness tests follow the Californié Standard Préctice ‘Manual: Economic Analysis of
Demand-side Programs and Projects. The benefits include the net present value of the

- generating capacity and energy costs avoided by the DSM Programs. However, as noted in
HECO’s FSOP (pages 28-29, and 45), the standard cost-effectiveness testé do not include non-
quantifiable benefits such as customer equity, environmental and cultu}ral‘be_nefits, and the
contribution to the Renewable Portfolio Standards (“RPS”). The costs included in the testé are

~ direct program and/or participant costs. See response to LOL/HECO-IR-1.a. |

The Participant Test quantifies the benefit a participant can derive from a DSM program.

This test measures whether the DSM meaéure is economically attracti:ve to a participating

~ customer. The UC Test compares avoided utility costs, fuel and capacity costs with utility
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progra7h costs. Values greater than one indicate that the life-cycle fuel énd capacity savings
exceed the life-cycle program costs. The TRC Test compares the capacity and fuel savings with
the utility program costs plus customer costs. The RIM Test includes the lost revenues f;dm the
reduced el_ectricify sales as a cost. VValuevs less than one indicate that the average rates may
increase over the life of the program. HECO T;ll at 11.

The TRC perspective is the primary perspective the Commission looks at in reviewing

DSM programs. See Re Kauai Electric Division of Citizens Utilities Co., Docket No. 94-0337,

Decision and Order No. 15733 (August 5,1997) at 17. In additior;, impacts on non-particibants,

as well as participants, should be considered in determining utility incenﬁves to customers,

which are paid for by all customers. |

| The benefits in the UC and TRC Tests are the. avoided supply costs of energy and

demand for the periods when the DSM measure or program being tested results in a load

reduction. The UC benefit/coét ratio is equal to ratio of the total discounted benefits (i.e., the net

present value [“npv “] of the avoided supply costs of energy and demand) to thé tofal discounted

program costs (i.e., the npv of the program césts incurred by the utility, including the incentiveé ,
paid to customers). The TRC benefit-cost ratio is equal to ratio of the total diséoﬁnted benefits to -

the total discounted utility and participant costs (i.e., the npv of tﬁe costs incurred by the-'utility

and participants, taking iﬁto account tax credits received by participants). In the TRC Test, the

incentives paid to customeré are “transfer” césts (i.e., the incentives increase the utility’s cost,

but decrease the paﬂicipant;s cost).”!

Energy efficiency programs typically fail to pass the RIM test becaﬁse those programs

The benefit-cost ratios used to express the results of the UC Test and the TRC T' esf are calculated in
accordance with the California Standard Practice Manual: Economic Analysis of Demand-Side -

Management Programs (December 1997). See, e.g., Re Integrated Resource Planning, Docket No.
6617, Decision and Order No. 4630 (May 22, 1992) at 3. The benefits and costs included in the
various tests are listed on page 3 of the revised response.to CA/HECO-IR-9.
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reduce electricity sales. The fixed costs of the utillity‘then hax}e to be spread over feWer kWh,
increasing the per kWh price of electricity.. HECO FSOP at 52
A fifth.co‘st effectiveness test, the Societal Cost test, requires the quantification of social
costs; for eXample, the program’s value as a fuel price hedge and as a way to avoid adverse
environmental impacts associated with oil burning electrical generators. While these are benefits
of the DSM programs, they are difficuli to quantify. . Instead, these benefits should be considered
on a quélitative basis and taken into account ;)vhen interpretiﬁg the results of the other éost
effectiveness tests.* HECO FSOP at 52. |
In general, HECO’s position is that DSM programs should have positive net benefits |

accolrding to both the UC and TRC test perspectives to be considered “cost—eff'ective”.‘ HO\'?VGVCI,
the overall determinaﬁon of coét—effectiveness in the IRP process should take into account all 0f
the goals and objectives pf IRP (including the availability of non-quantifiable benefits, the
impact of the programs on the utility’s financial integrity, suppbrting Hawaii’s State energy
ébj ectives and the rate impact of the prégrams). The determination of cost-effectiveness in IRP-
should consider both quantitative benefits and costs (which are reflected in the benefit-cost

. ratios) and .qualitative benefits and costs (which are not reflected in the benefit-cost ratios).
DSM programs provide significant qualitative benefits, which help achiev.e‘the objectives of
HECO’s IRP. For eﬁample, solar water heaters utilize an environmentally clean, renewable
energy resource. In addition, the solar water heating component of the residential DSM
programs isia major contributor to meeting the State’s renewable energy objective. Response to

HSEA/HECO-IR-2.b.

2 Thete is not a formal process for weighting qualitative benefits in the overall program assessment of

cost-effectiveness. In its annual A&S and M&E reports, HECO reports the cost-effectiveness of
- each of its DSM programs without any non-quantifiable benefits, but describes those benefits in .
qualitative terms.
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/'Theréfore, while the results of all of the tests should be examined, programs should not
necessarily have to pass all of the cost-effectiveness tests in order to be implementgd. As arule
‘of thumb, if the DSM program or portfolio passes the TRC test, it is a general indication _tﬁat,
system benefits ére greater than program costs, and the program should probably be pursued.
There are exceptions to this guideling, however; that were identified with respect to the TRC test.
HECO FSOP at 53.

The DSM programb benefit cost ratios shown in revised Exhibit IQ ihdicgte that, with few
exceptions, the proposed programs are cost-effective. In the case pf the REWH Program, v;/hose ;
calculated TRC ratio is 0.58, HECO supports the continuation of the program for customer
equity purposes. See HECO FSOP at 53. HECO also supports tﬁe continuation of the CICR
Pro grém, whose calculated TRC benefit ratio is 0.7 5.v | |

b.. Customer Equity

Customer equity is an important, but nqn—quantifiable issue. Its value lies in engendering _
among all utility customers the understanding that the DSM programs are inclﬁsivé, i.e., that | |
virtually every customer, regardless of 'cuStofner class has an opportunity to benéﬁt from the

“energy savings and customer incentives offered by the progréms. Without fhe élén_le'nt of .
customer equity, the customer‘classes unable to participate in the bSM programs méy pérceive
‘the programs as being exclusive and unfairly discriminatory. The issué of customer equﬁy also
encompasses the fair allocétiOn of DSM incentives to all income classes. ‘Thus, HECO has
proposed a RLI program difected towards 'customcrs who would not otherwi.se‘be able to

: participate due to initial first cost hurdles. See response to HSEA/HECO—IR-B.

Thére are different économic effects of the DSM Prégrams on participants and non- -

participants. Those differences occur because participants receive DSM program rebates for
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their financial investment in eligible energy conservaﬁon me_ésures_», and benefit from lowe;
energy b}ills that result from energy savings. Program costs ére recovered from both participants
and non-participants, and both participants and non-participants receive the long-term energy and
capacity deferral benefits that result from the DSM programs. See response to CA—IR-3 29.
HECO recognizes that the difference in econémic effecfs.exists and hés intentionally |
developed a wide—ranging array of DSM measurés under its existing and proposed DSM
progranis (and has budgeted funds to market those measures) in order to provide the lafge
majority of customers with opportunities to pa_rficipate. Typically, the DSM measures are also
cost-effective over their service lives from the perspeétive of the participant. Since HECO ha;c,
atteﬁlpted to reduce economic and market barriers to participation, actual involvement in
HECO’s DSM programs is a niatter of customer choice, énd participants and non-participants are

largely self-selecting. See response to CA-IR-329.

c. EE DSM Program Avoided C_oéts
The cost-effectiveness of the Enérgy Efficiency DSM programs was assessed by
comparing the costs avoided as a result of the implementation of the programs against the

_program iﬁplementation costs. The avoided costs were éstimated by calculating the difference
- in costs (capacity and energy) between a "Future EE DSM" (or "base") resoﬁrce plan, which
included the DSM programs, and a "No Fﬁture EE DSM" (or "alternate") resource plan, which |
excluded the DSM programs. See revised Exhibit 12 at 1-3. |

As explained in Exhibit 12, the avoided costs were estimated from base and alternate
plané under a “Scenario A,” which included the specific assumptjons described below. The
avoided costs are sensitive to the assumptions, and a change in the ass‘umptions»would prdduce

different avoided cost results. The assumptions used in Scenario A, and some of their associated
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uncert7’inties, were as follows:

Wind Resource. Scenario A assumed that a 50 MW wind farm would be producing
energy on the HECO system in 2009. This assumption was consistent with the
company's Final Preferred Plan in its IRP-3 filed with the Commission on October
28, 2005, although the IRP-3 indicated that the actual size would depend upon wind

~ resource and siting conditions (IRP-3 at 1-25). The commercial operation date was
subject to uncertainties such as site avaﬂablhty and resolution of potential
interconnection issues.

Municipal Solid Waste Resource. Scenario A assumed that a nominal 16 MW
Municipal Solid Waste generating unit would be added to the HECO system in the
2013 timeframe. The potential for this project was identified in Section 15.4.1.6 of
HECO's IRP-3 (IRP-3 at 15-35). HECO will continue to work with the City and
County of Honolulu to facilitate this project, but the prec1se size and commercial
operation date are uncertain.

Photovoltaic Resources. Scenario A assumed that HECO would install 300 kW of
PV in each of the years 2007, 2015, 2020, and 2025. This assumption was consistent

- with HECO's IRP-3 (IRP-3 at 1-24), although it is possible that the precise - '
implementation schedule could differ.

Distributed Generation. Scenario A assumed that an additional 15 MW of utility-
sited distributed generation would be installed in 2006. (Scenario A captured the
approximately 15 MW of utility-sited DG actually installed in 2005.) The potential
for risk-mitigating DG was discussed in HECO's IRP-3 (IRP-3 at 1-25):

Sales and Peak Forecast. Scenario A was based on the April 2006 short-term forecast
for years 2006-2010, with sales and peaks for the years beyond 2010 based on year-

- over-year percentage increases from the February 2004 long-term forecast. The
February 2004 forecast was utilized in HECO's IRP-3. The April 2006 short-term
forecast was the Company's latest official forecast, and was generally lower than the
IRP-3 forecast. Forecasts are planning tools, and it is possible that actual system:
peaks could vary from the forecasts assumed. For example, peaks can be 1mpacted by
weather, which is difficult to predlct A

Fuel Price Forecast Scenario A used HECO's 2006 Fuel Price Forecast. Actual fuel
prices may vary from the forecast, which would have an impact on DSM’S avoided
energy cost.

EFOR. Scenario A used HECO unit effective forced outage rate (“EFOR”) values
that were contained in the Company's 2006 AOS filing. Specifically, for the purposes

> Energy rates used to estimate customer bill savings were updated to reflect the more recent fuel oil

price projections shown in Exhibit 12. Since the model only accepts one energy rate per program,
the updated energy rates reflect $60/bbl LSFO fuel.
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of this analysis, it was assumed that until new generation is installed, HECO unit
EFORs would track the "Forward-Looking EFOR" shown on Table ES-2 of HECO’s
adequacy of Supply Report, filed March 6, 2006 (“HECO 2006 AOS Report™).
Subsequently, in the year following the installation of the 2nd CT (2010), it was
assumed that the "4-year average EFOR" shown on Table ES-2 would be achieved.
The EFOR assumption affects the calculation of generating system reliability, which

in turn is used to determine when additional generating capacity should be installed.

Actual generating unit EFOR may deviate from the assumptions used.

Second Combustion Turbine. HECO's 2006 Adequacy of Supply indicated that even
under a lower load scenario, reserve capacity shortfalls would increase to a level such
that the nominal 100 MW of capacity of the next generating unit would not be
sufficient to restore HECO's generating system reliability above the 4.5 years per day
reliability guideline in' 2009 and beyond. HECO 2006 AOS Report at 36. Results
consistent with this finding were observed in Scenario A, and so a second CT was
added to the resource plan.44 Even with reduced peaks from the April 2006 Sales and
Peak forecast, and 30 MW of utility-sited DG (15 MW in 2005 and 15 MW in 2006),
a second increment of firm generating capacity was needed to satisfy the generating
system reliability guideline in HECO’s capacity planning criteria. The potential for
the second CT was also described in HECO's IRP-3 (IRP-3 at 15-36).

“Virtual DG”. The "No Future EE DSM" or “alternate” resource plan for Scenario A
included a supply-side resource called "Virtual DG". This proxy resource was used
to provide a means to estimate the capacity-value that Energy Efficiency DSM can
provide in years with a pronounced generation shortfall (2006 thru 2009) when firm
central-station generation capacity cannot be added soon enough to address the -
shortfall. Absent this resource, energy efficiency DSM programs would be given
zero capacity value in the near-term years, as the impacts are not large enough to
defer a generating unit addition. In this “work-around” method, a proxy Virtual DG
resource is used in the alternate resource plan. The size of the Virtual DG resource is
approximately equal to that of the peak reduction benefit of the energy efficiency

DSM programs for the years in which a capacity value for the programs is being

estimated. The energy efficiency DSM programs were displaced in the base resource
plan. The underlying energy and capacity costs for this Virtual DG resource were
derived from the costs for HECO's utility-sited DG.*

45

As a contingency planning measure, the permitting for the first CT has included the potential for a
second simple cycle CT at the same site. Therefore, although no decision has been made to proceed
with the second CT, and an application to the Commission has not been filed, the possibility of a
second 113MW simple cycle CT is included in the plan in 2009 as a proxy for the additional
generation that is forecast to be needed. The actual size, type, cost and timing of generation to be
added after the first CT scheduled for 2009 is currently under review. '

- The proxy costs for Virtual DG were based on HECO’s experience with utility-sited distributed
generation, and included estimates for lease rent, capital improvements, and operations and
maintenance such as telecommunications, labor, security, and environmental. Response to
RMI/HECO-IR-14.c. See also response to RMI/HECO-IR-16.c.
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Load Management Programs. Scenario A assumed that the Company was able to
/ successfully implement its CIDLC and RDLC programs. These programs were in
both the base and alternate resource plans since the objective was to estimate the
avoided costs of the energy efficiency DSM programs only. The underlying
assumptions for these programs were from the January 2006 timeframe, and may.
differ from actual load management impacts obtained in the future. ’

An issue was raised at the panel hearings by RMI with respect to the allocation of the
avoided cost benefits to the energy efficiency programs. The avoided costs benefits arise.
primarily out of the assumed deferrél iof 'a 180 MW coal unit from 2015 to 2024. This results in
vhigh avoided capacity costs during those years, bvut negative avoided energy costs (because the
coal unit would have displaced higher cost oil-fired kWh had it not been deferred).

. To address this concern, HECO committed to do an alternative calculation, in which the
avoided capacity costs were limited‘to the value of a proxy combustion turbine (“Proxy CT”).
Tr. (8/29) at 475 (Williams). In such a calculation, the difference bétween the avoided capacity
costs for the coal unit ahd th¢ Proxy CT are added to the avoided energy costs, so that total
avoided costs remain the same. HECO will provide the calculation to all parties and participants.’

d. Revised Results

~ As shown in revised Exhibit 10, all of the programs, with the exception of the REWH

Program and the CICR Program, pass the TRC, UC, and Participant (“PT”) tests. The rcsuits of

60



the TRC, UC and PT tests for the seven energy efficiency DSM programs are as follcl)ws:46

Benefit/Cost Ratios
DSM PROGRAM | TRCTest | UC Test PT Test
| CIEE 1.28 2.56 3.86
CINC 113 | 205 3.69
CICR 0.75 2.97 2.45
ESH | 239 | 453 3.73
REWH 0.58 0.99 1.52
RNC 149 2.28 2.03
RLI 49 | 241 NA

.The REWH program ﬁasses the Participant test, but does not pass the TRC test. (The
result of the UC test is 0.99.) As indicated eariier, the TRC test explores the economic
implications of the purchase decision. However, residential customers often make pufcﬁasés for
other reasons. In addition, in order to achieve a degree of customer equity, HECO supports the
continuation of the REWH Program. The program also results in energy saVings, avoids oil
burned to generate electﬁcity, and contributes to the attainmeﬁt' of RPS.

The proposed increase in the solar water heating system customer incentive doéé ﬁot
“affect the results of the TRC test, because while it increases the cost to the utility, it also reduces

' the system installation cost by the same amount. However, the increase in customer incentive
Wﬂl lox}ver the UC test result.
| The results of the benefit/cost tests for the energy efficiency progréms are shown on

revised Exhibit 10 on page 1.%

A better representation (i.e., one showing the benefit/cost ratios
- for only the energy efficiency DSM programs) is found in RMI Hearings Exhibit B. See Tr.

(8/28) at 456-66.

6 For illustrative purposes, the calculation of DSM program cost-effectiveness includes utility

. compensation Alternative No. 2 as proposed by HECO on page 79 of its FSOP.

# Revised response to CA/HECO-IR-9 (8/24/06) at 32.
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/'T he ratios for the seven energy efficiency DSM programs taken as a whole are:

Test | B/CRatio
TRC 1.22
uc 242
RIM 0.44
Participant |- 3.07
e. Load Management Programs

HECO provided benefit/cost tést results for the load management programs based on
| updated avoided costs. The fesults, however, were based on the gvoided capacity costs
calculated for the energj efficiency DSM programs. RMI pointed out, and HECO agreed, that
the results do not correctly reﬂect thé benefit/cost rétios for the load management programs.
HECO stated that updated results would be provided with the modifications to the programs to

be filed later this year. See Tr. (8/28) at 457.

8.  Monitoring and Evaluation

a, Monitoring and Evaluation Plans

For the new programs approved in this proceeding, HECO has propéseci that an
independent third-party evaluétor selected by thé Commission be responsible fof periodiéally
’ .condﬁcting an evaluation .of the ﬁtilify and non-utility DSM programs and program impacts. The
evaluation would be similar to tﬁe program impact evaluation currently cbnducted by a third-
party, KEMA, Inc. (“KEMA”), hired by }fECO. The evaluation was conduéte«i approximately
- every three years. The indgpendent third-party would be sel¢cted by the Commission through a>n'i
RFP process from lists provided by both the utility and non-utility administratoré. Since under

this proposal, the Commission would be overseeing and paying for the evaluation, the costs

62



incurred for the evaluation should not be included in calculating the shaeeholder incentive.
Response to DOD/HECO-IR-18.

In HECO T-11, HECO included a detailed monitoring and evaluation (“Evaluaticn;’) plan
for the proposed pfo grams. HECQ intended to conduct a comprehensive Evaluation effort |
during the five-year period (2007-2011) covered under the proposed programs. This effc'rt was
to include Evaluation plan development? regulatory reporting requiremeets (including the vaﬁoﬁs
annual evéluation report fﬂings to the Commission, data collection efforts, impact evaluations
and process evaluations. HECO T-11 at 11-12. The measurement and evaluation of the |
programs will occur approximately everj/ three years. The results of the impact evaluations

| would be applied to impacts on a going-forward basis until the next impact evaluation was
conducted. The evaluation results would be reported. in the Annual M&E Report cﬁrrentiy fiiedv
in the 4th quarter of the year. HECO T-10 at 51.

" In order to continue the evaluation process, for the years 2005 through 2007, KEMA has
been hired to evaluate HECO’s programs. Haviﬂg conducted independent evalﬁaticn's on the
DSM' programs since their beginning, KEMA was familiar with the programs. HECO chose

' KEMA for its 2005 theough 2007 evaluations based on that familiarity, as Well .as its past
Working relationship with KEMA. HECO will compensate KEMA based on a time 4and :
‘materials contract. As in the ‘paé_t. KEMA'’s reports will be made public after HECO reviews
them. Tr. (8/31) at 955-57 (Hee). Net and gcoss participation numbers will be reported, and
HECO will be using 0n~site monitoring in-th.e measurement and Verification‘method. Tr. (8/31)

 at 957 (Block).

KEMA’S general ﬁethodology isto rancioml'y select a sample from the population being’

evaluated. On-site metering is conducted for a period of time which is determined based on the
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type of measure being evaluated. For example, the evaluation of solar water heating k,is based on
a year long time frame to account for seasonal variations of the savings. Metering periods are
shorter for commercial lighting. Results from the sample are then applied to the rest of the
population using regression analysis. HECO recognizes that in sectors such as large
commercial/industrial, there is may not be homo geny in the sample, but HECO attempts to

address that issue in its regression analyses. Tr. (8/31) at 958-59 (Block).

b. DSM Program Reports

HECO reports the results of the DSM programs to interested parties in its DSM Annual -
Program Accomplishments and Surcharge’ (“A&S”) Report submitted to the Commission within
three months after the end of the calendar year. The contents of the report are discussed in fhe
testimony of HECO’s Alan K.C. Hee in HECO T-10. HECO proposes to continue to file its
M&E Report in November of the program year. That report discloses any program
modifications that HECO will put into effect for the coming prégram year including the
nvlovement’of funds and resources between programs, changing the incentive levels for éxisting
measures, and adding new measures and establishing associated incentive levels. For program

’ modificatidns made during the course of the program year, HECO will inform the Commission
by letter of the program modifications, and also detail the changes in the following M&E Report.
HECO T-11 at 12-13.

C. Quality Control Measures

HECO intends to take quality control measures to ensure that the DSM resources paid for
are aétually obtained. Quality control activities will vary depending on whether the incentive is
prescriptive or customized. For prescriptive measures the Company will conduct a sampling of

pre- and post-inspection site visits. All new construction sites receiving prescriptive incentives
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greater/"thén $2,500 will be post-inspected. The post—inspectioﬁ is inten&ed to ensure that the
equipment as listed on the application was actually installed, and to ensure that the installation is
performing properly. HECO T-11 at 13.

For custcmized measures, a pre»iﬁspection cf the existing facility will be conducted. Tﬁe
pre-inspection visit serves to verify that the systcm is truly being upgraded. An independent
professional engineer review is required under certain circumstances. In these cases, the
engineer Will revicw the eﬁergy and demand savings and the reasovnablencsrs of the cost estimate.
On-site validation is used to document and verify the savings. HECO T-11 at 13-14.

9. DSM Program Flexibility

HECO proposed that DSM programs costs (e.g., programilabor and overheads,
administration; implementation, and marketing) bebincorporatved into base rates and accorded.
similar regulatory treatment as other utility “O&M” cost elements, (e.g., HECO could increase or
decrease the DSM program cocts in response to customer accepcance and participation levels).
Customer incentives would also be incorporated into base fates, but HECO’s pfopcsed budgec
flexibility provisions, and customer incentivcs would be subject to a reconciliation clause. See

'HECO T-10 at 57-63. For example, an increase in the total customer incentive bud_ge’t of more
-Vthan 25% would require Commission approval. In addition, custcmer incentive funds _cculd cnly
- be moved among energy efficieﬁcy progfalns, or among load management programs, and not .
between energy efficiency énd load manageclcnt programs.- See ﬁECO T-10 at 48-49, 50; |
response to CA-IR-305.a, Docket No. 04-01 13; response to CA/I—IECO-]RJ; |

" The Company proposed to inform the_ Commission that it intended to make use of these -
flexibility i)rovisions by includir_lg planned changes to DSM programs in its Annuai M&E

Report. HECO did not request budget flexibility for other components of the DSM programs, as
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~ HECO proposed that these other‘components, along with the customer incentive coﬁi_ponent, be
included in base rates. 'However, only the customer incentives were proposed to be subject to the
reconciliation clause. HECO T-11 at 3.

Recovery of program costs through base rates would provide budget flexibility. to the
Company. However, if the Commission decides that. DSM program costs should continue to be
recovered through the DSM surcharge, then HECO requests Commission apéroval of DSM
prograrri budget flexibility provisions that wiil allow HECO to do the following without prior
Commission approval: |

(1)  Carry over funds not spent in prior yeafs;

' (2)  Move the customer incentive funds among energy efficiency programs and among
load management programs to address new technologies and to adjust to changes in
energy codes and other external events that might impact HECO’s ability to meet the
energy and demand goals of the programs;

3) Increase or decrease individual measure incentive levels to respond to changes in
participation levels and markets;

(4)  Add new measures, and establish corresponding incentive levels to address
market opportunities; and : '

®)) Increase the total program budget by 25% without Commission approval.

HECO FSOP at 40-41; HECO T-11 at 2-3.
- The fourth provisions wbuld allow the Compaﬁy to implement, without Cohimission

- approval, ﬁew measures not covered by the proposed new DSM programs. However, HECO
would inform the Commission of planned changes in program désign and implementation in its

- Annual Modifications and Evaluation Report. The intent of the flexibility HECO is requesting- in
the rgferenced provision is to allow HECO to be able to quickly respond to advances in energy
conservation measures between rate proceedings. For example, advances in fluorescent lamp
teéhnoldgy have produced T-5 larnp' fixtures that are considerably more efficient than the »T—S

lamp fixtures that are currently eligible for customer rebates under HECO’s existing Commercial
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and Industrial Energy Efficiency Pro gram. HECO has requested the abiiity to offer customer
rebates for T-5 fluorescent fi_xtﬁres in this proceeding. HECO is requesting the flexibility to add
individual energy efficient measures, not entire DSM pfograms, to respond more quickly to _ |
changes in tech_nblégies and in the marketplace, so és to limit the 1ost opportunities to encouragé
the installations of the most efficient technologiés available.» Response to CA-IR-312.a, bocket
No. 04-0113. |

Fl»exibility -in DSM program implementation is an essentiai manag_efnent tool that will
enable the utilities to meet the energy efficiency goals. In its Annual M&E Report, HECO |
would continue to disclose the program rhodifications that would go into‘effect in the following
progrém year. For program modifications made during the coufse of a program year, HECO
would‘ also inform the Commission of the pfogram modifications by letter filing. HECO .FS(.)P

at 40; see Tr. 791-94 (Hee).

' B. ENHANCED ENERGY EFFICIENCY PROGRAMS

1, : CIEE Progfam

a. Program Description
The CIEE Program offers prescriptive incentives for achieving varying dégrees of

éfficiency for T-8 fluorescent and meta} halide lighting, occupanéy sensors and feﬂéctqrs. For
air conditioning technologies? split systems, péckége and chiller units that exceed the minimum -
model energy code standards by 10% are offered incentives. HECO T-11 at 15; HECO-1102 at
19-20.  Other measures such as Premium Effjcien_cy Motors, LED Exit Signs, Window Tinting,

- and Industrial Lighting are also eligible technologies. HECO FSOP at 43. Measures added to- '
this doc_kef which were nof part of the rate case b;cmalysis inclﬁde: Delamping, HE High Pressure

Sodium HID, HE Metal Halide, and Occupancy Sensors. See revised Exhibit 8. In addition to
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incenti/}es', other elements of the CIEE Program include marketing, cusfomer and vendor
support, design assistance and customer education. HECO T-11 at 14; HECO-1102 at 18-19.

Customer education is a key element of th.is pro’gram. HECO offers numerous |
technology training workshops to customers each yéar, highlighting the technologies, energy
savings and the financial incentives gssociated \%/ith the HECO DSM programs. These ‘
Workshops educate and train customers in specific technologies and expése them to new
app‘licatidns of those techﬁologies. ﬁECO FSOP at 47; HECO T-il at 15 ;‘HECO—IIOZ at 19-20.

Preliminary Energy Assessment (“PEA”) funding is offere@ to help customers work with
facility managers, architects and engineers to evaluate potential energy efficient options for large
| projects. HECO FSOP at 47; HECO T-11 at 15; HECO-1102 at 19—20 .

| Technical support is another key fea;ture to the program. Program representatives are'

available to work closely with customers requiring assistance with appropriate applications of
energy efficiency measures and calculation of -savings potential. Program representatiizes visit
customer’s sites, make recommendations and assist in the application process. .I—IE.CO FSOP at |
47, HECO T-11 at 15; HECO-1102 at 19-20. . |

b. Customer Incentives .

In the past, incentives were based on their level of saving§ and persistence rﬁultiplied by |
their avoided costs to detérminé_value to HECO. This was used as a guideline to create a“
customer incentive level tha}t would offset ihé incremental difference in cost between a standard
efficiency measure and the high efﬁéiency measure. However, for some fechnblogies, the
- current level of incentives has not been enough to encourage adoption. In the enhanced CIEE - :
program the incentives wili be higher, offsetting a larger portion of the incremental cost. This

amount will vary depending on technology, saturation, and market acceptance. HECO T-11 at
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15-16; HECO-1102 at 35-38.

For the purposes of program planning, typical per-customer incentive amounts were
estimated, as reported in HECO-1106. Detailed incentive amounts by measure were provided in
HECO-1107. See HECO T-11 at 16.

The Company financing option that had previously been included in the program has
been removed. Third-party financing hés proven to be a more acceptable altémative given the
regulatory requirements involved with utility -financing.“s HECO FSOP at 51.

2. Eligibility/Participation

The CIEE Program is a prescriptive program. Therefore, a customer may participate By
purchasing an energy efficient motor, efficient new lamps or other qualifying equipmént, ahd
applying for a rebates up to six months after the time of purchase. The CIEE Program is
expected to increase impacts by approximately 50% from current levels as é result of increased
incentives, targeted marketing, and trade ally support. HECO T-11 at 16—17. All HECO
éustomers that are metered under comxﬁercial utility tariffs, G, J, H, PP, PS, PT, and U are
eligible for the CIEE Program.

HECO’S current policy is to follow the 50% Exclusion Rule, whereby customers that
purcha_se less than 50% of their power from HECO are not eligible. However, HECO is
currently re-evaluating the procedures used to determine the 50% 1eveL This is discussed thisv in
more detail in the testimony of Alan Hee in HECO T-10.

In its testimony submitted with its rate case application on November 12, 2004, HECO

“  HECO considered offering a financing option for customers to ease their capital cost burden

associated with the energy efficiency measures adopted. The financing option would initially have
been pursued on a pilot basis, with HECO exploring the possibility of establishing a revolving fund
for smaller customers, who are typically more capital-constrained, and an interest buy-down for the
larger customers. HECO did not budget for the financing option for the CIEE Program, however,
because HECO had not resolved the financing option.
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proposfld fo modify its DSM prpgram rules regarding the payment of DSM customer incentives
A relating to customer decisions on self- or co-generation. See HECO T-10 at 38: HECO has
applied this proposed modification in its current DSM ﬁrogra'ms. HECO included this prpposed’
modification in its Annual M&E Report filed with the Commission on November 30,2004 and-
implemented the modification one cglendar moﬁth following the date of the filing. |
| The 50% Exclusion Rule for.HECO’s CIEE, CICR, and CINC Pgograms dictated that

customeré who provided ofzer 50% of their electrical requirements'by self- or co-generation or
who took service from a suppliei~ other than HECO be excluded frqm participating in HECO’S
DSM programs. In addition, customers that received incentives from the programs had to agree
to retlim a prorated pbrtibn of the incentives if they subsequently -installed self- or co-generation
to servé more than 50% of their electrical re‘quiremén‘ts, or elected to take service ffom a supi)lier
other than HECO. In D&O No. 14638, dated April 22, 1996 (Docket Nos. 94-0010, 94-011, and
94-0012), the Commission apbroved this provision. HECO T-10 at 38-39.

HECO proposed the modification to addréss two situations:

¢)) If a customer participating in a HECO DSM measure is served by HECO and by

- its own generation or another supplier, it is difficult to determine whether the DSM

measure provides a benefit to HECO’s system.or to the customer or the customer’s own
generation or other supplier. : -

(2)  HECO was also concerned with two existing large facilities served by their own
generation. These customers purchase some electricity from HECO. When their
generators are working, they purchase very little, if any, energy. Any investment by
HECO in improving the efficiency of these customers will not benefit HECO’s other
customers, nor will HECO have an opportunity to recover the cost of these investments
from the two customiers, since the proposed recovery mechamsm is based on an energy
surcharge

“HECO T-10 at 39.
As implemented, the revised provision provides that:

HECO will provide DSM incentives to customers who, at the time the measures are
installed, are purchasing more than 50% of their electrical energy requirements from
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HECO. For the purposes of calculating the percentage of energy requiremenfs:

€)) Electrical output from utility-owned combined heat and power (“CHP”) unif(s)
will be considered self-generation. :

(2)  Self-generation from renewable sources of energy will not be counted as self-
generation. ’

3) The calculation will be based on the most recent three months of metered sales
that represent normal operations prior to the installation of DSM measures.

HECO will not require that the DSM customer incentives be refunded if the customer,
following investments in energy efficiency, instal'led» self- or co-generation at some future date.
However, if the customer had a binding contract known to HECO to install self- or co- generatioﬁ |
at the time the DSM measures are installed, then the 50% exclusion rule would be applied.
HECO T;IO at 39—4(_)'.

The proposed modification addressed three issues that had surfaced with reépect to
| program implementation: (1)treatment of utility vs. non-utility CHP, (2) establishing the base

level of consumption, and (3) self-generated renewable energy. HECO T-10 at 40.

In Docket No. 03-0366, HECO requested approval of a utility CHP program in which a

customer could purchase electricity and thermal energy from a utility owned and operated CHP

unit located in close proximity to the customer’s facility. Since a customer participating in

HECO’s CHP program would continue to purchase a portion of its electricity from the ﬁtility, a

customer with a utility CHP unit would be treated differently from a customer With a 3rd party

CHP unit under the existing DSM customer incentive policy. Thus, HECO proposed to modify
~ the DSM customer incentive policy to treat utility CHP and 3rd party CHP similarly. HECO T-
10 at 46—41.

HECO also had encountered problems establishing a base level of consumption against
which to measure the 50% energy comparison. The modified provision more clearly defines

what the base level of consumption is. For example, consider a customer who has been
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purcha/s'ing all of its energy requirements from HECO, who imple’ments' significant DSM
measures that reduce its energy purchases by 40%, and then subsequently decides to install a
self-generator. This created an issue as to whether the ériginal level of purchases from HECO
set the base levei for determining the 50% exclusion, or whether the level of purchases followiﬁg
the implementation of the DSM measures set the base level for the 50% comparison. (A‘,similar ’
pfoblem arose when proposed projects qombine significant DSM measures with co-generation.)
HECO T;IO at 41.‘ |

Another dimension of the problem occurred when a customer was considering the
installation of DSM measures now with the possibility of installing self- generation at some
futuré point in time. Because the customer was cbnsidering self-generation, under the prior
DSM customer incentive rules HECO coulci not assure the customer that the DSM .customer |
incentive would not be partly refuﬁdable. This uncertainty had the potential to result in the DSM
measures not being installed éven if the customer eventually decided against self—genefation.
HECO T-10 at 41.. o

A The modification addresses self- gengrated renewable energy as follows: The 50%

“exclusion does not apply to customers who use renewable energy (solar, bibma‘ss’, or wind) to
meet the majority of their load requirements. For this purpose thé thermal energy of CHP units |
is not included because the 50% Exclusion Rule is based on the electrical energy provided by .
alternative energy sources and the Companies should not have to analyze all energy sources
(electrical and non—electriczﬂ) in order to piocess DSM applications. HECO T-10 at 41-42..

This policy is being applied retroacﬁvely in the following manner: |

(l)A Customers §vh0 received incentives for DSM measures prior to the installation of

self- or co-generation will not be required to refund the paid-out incentives, ensurmg that

‘the treatment of customers who have installed or will install self- or co-generation in the
future are treated similarly. Incentive refunds made by customers, if any, resulting from
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the existing policy will be credited back to customers.

2) Customers who did not receive DSM incentives because of a stated intention to
self- or co-generate more than 50% of their electricity consumption at some time in the
future, and who have not installed self-or co-generation, may apply for DSM incentives.

3) Customers who did not receive DSM rebates because of a stated intention to self- -
~ or co-generate more than 50% of their electricity consumption at some time in the future,
and who did install self- or co-generation that is more than 50% of their electrical needs
shall not receive DSM incentives. In this case, there is no uncertainty that the customer
does, in fact, self- or co-generate more than 50% of its electrical needs. ‘

HECO T-10 at 42-43.

In summary, these modifications to the existing provision: (1) reflect changes in the
energy market that have occurred since the inception Qf HECO’s DSM programs, (2) help
-incrc‘aase the effectiveness of HECO’s existing DSM programs, (3) eliminate the uncertainty
created by the existiﬁg refroactive incentive refund provisions, and (4) remove any disincentive
for renewable energy which might exist due to the exclusion clause in the existing DSM
programs. The modifications also remove a significént disincentive to self-and co-generation by

not requiring retroactive DSM incentive refunds and provide for similar treatment of utility and

-non-utility CHP. HECO T-10 at 43.

- a. Marketing
The CIEE Program contéins several marketing components. HECO expecté fo continue
' its direct rﬁarketiné efforts through personal contact and small group sessions with customers
and trade allies conducted by HECO’s existing Account Managérs and DSM contract employees.
HECO also works closely with the Federal Governmept, State of Hawaii, and City and County of
| Honqlulu to identify energy efficiency opportunities at their facilities. HECO T-11 at 19;
HECO-1102 at 37-38. |

HECO conducts multiple outreach events each year that create awareness among the

business community for energy efficiency. These include the Energy$olutions for Business |
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. meeting and the Pacific Coast Electrical Association (“PCEA;’) Conference and Enefgy Expo, in
alternating years, featufing over thirty five technical workshops. HECO continues to expand its
customer outreach by holding small meetings and workshops for customers who may not be
largé enough to receive personalized service from their Account‘Managers; These meetings
inciude presentations by HECO about the Energy$o]ﬁtions for Business Program. In 2003 and
2004, HECO sponsored meetings and Workshops _specificaliy targeted at certéin market segments
and technologies. HECO T-11 at 19-20; HECO-1102 at 37-38.

HECO also collaborates with the Staté_Department of Business, Economic Development’
and Tourism and the U.S. Department of Energy to spbnsor several events includinga
Sust‘ainable Design Tools Workshop Series targeting design préfessionals and Workshéps oln
technologies, financiﬁg, and prbject implementation. HECO will continue to provide educatioﬁal
opportunities to the professional community as well as trade allies in order t.o maximize the
potential for adoption and implementation of the technologies. .HECO will also continue its
ﬁleetings with architectural and engineering firms. HECO T-11 at 20; HECO-1102 at 3.7-38.

HECO uses print ads to promote the commercial and industrial programs. In 2003, print

_ads were placed in Pacific Business News, Hawaii BuSinéss, Building Management, Building

- Industry Digest, Bids Services Weekly, Hawaii Hospitality and Building Operators and

Managers Association (“BOMA”) Membership Directory and Year in Re&iew Issue, Building

Products Guide, Architecture Directory, Construction Preview, Hawaii Building Guide, and the

- Building Industry Associaﬁon (“BIA”) Directory of Hawaii Building Professionals. HECO took

advaﬁtage of MNI Network’ s advertising package and placed regional insertions in Time,

Newsweek, US News and Sports Illustratéd. These ads suppbrted cusfomer aw‘areness of the

programs. HECO will continue to use print media advertising to maintain constant awareness of
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» the programs in the community. VHECO T-11 at 20-21; HECO~1102 at 37-38.

Beginning in 2003, HECO made a shift from reliance on the paper Energy$olutions for
Business Power Book (as a tool to describe the program benefits and procedures for customers)
to a CD format named the Power CD. The Power CD is distributed in a portfolio packet along
with many of the forms and documents useful fbrtthé program. This approach offers all of the
Power Book information in portfolio fofmat at a lower cost. This format alsé allows
modifications and improvemgnts to the Power CD at a very iow cost. The portfolio ‘approach
allows the information to be tailored to the inigrests_ of the audience. HECO T-11 at 21; HECO-
1102 at 37-38. |
| In addition, the storage capacity of th¢ CD allows HECO to include all the inférmation in

the printed Power Boék, back iésues of HECO’s commé:fcial and industrial publication |
Powerlines, information on previous Energy Efficiency Awards winners, aﬁd key worksheets to
facilitate customer incentive calculations. The Power CD also éontains case studies of how
I—iECO customers have benefited from the pro grém by instélling energy efficient technélogies
and provides customers with additional ideas for energy efficient projects. Moreover, the Power
. CD offers énergy saving tips and‘general information on energy use by businesses." HECO T-11 ‘
at 21, HECO-1102 at 37-38. |
In 2003, HECO eXpanded its marketing campaign directed at small businesses to include
medium businesses. ‘T he original Energy Solutions for Small Business program targets
~ customers with less than 200 fixtures. It is designed to compensate for small business’ lack of
kexpe'rtise in energy efﬁciéncy matters by providing lighting audits of their facilities conducted by
a HECO rebresentative or a lighting Vendér under contract to HECO. Following the lighting

audit, a HECO employee presents the lighting retrofit proiaosal to the customer. If the customer
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accept7/thé proposal, HECO coordinates the complete lighting retrofit with a lighting vendor.
Following the completion of the project, the customer has the option of paying for »the project in
a lump sum or making four monthly payments with no interest in its electric bills. HECQ T-11
at 21-22; HECO-1102 at 37-38. |

The 2003 program expansion included medium sized customers with up to 800 light
fixtures. This campaign was dubbed the Light Year Program. In the Light Year Program, the
customer could seiect frorﬁ three Iigﬁting contractors to provide free lighting audifs and
assessment reports. Following the lighting audit, HECO presents the lighting retrofit proposals
to the customer. If the customer accepts the proposal, HECO assists in coordinating the
complete lighting retrofit with the lighting vendor. Following the completion of the project, the
customer has the option of paying for the prbject ina lump sum or making ten moﬁthly payménts
with no interest in its electric bills. The Light Year and Energy Solutions for Small Business
components will remain a subset of the CIEE program. HECO T-11 at 22; HECO-1102 at 37-
38. o

Direct personal, educational, and media marketing approaches will be implemented to
encourage trade allies and the contracting community to push program and technology awareness
deeper into the community. HECO T-11 at 22; HECO-1102 at 37—3 8.

b. Program Enhancements

HECO will continue‘to enhance its CIEE program. Many large customers have
completed their lighting retfofits from standard lamps and ballasts to more effiéient T-8 lamps
and electronic ballasts. In order to continue to realize additional impacts from this technology, =
HECO wili work with the owners of medium and smaller sized businesses to encourage them to -

adopt the newer T-8 lamps and electronic ballast lighting systems through the aforementioned
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Energy Solutions for Small Business program. HECO T-11 at 22-23.

HECO will conﬁnue to increase its customer awareness efforts targeting medium and
small businesses. In particular, HECO will target industrial customers to promote energy
efficient motors, high efficiency industrial lighting systerhs and high efficiegcy industrial process
cooling. HECO T-11 at 23. |

HECO also recognizes that theré are many customers who have not fétrofitted their
lighting at present incentive levels. In order to achieve a higher saturation of lighting, incentive
levels will be increased to 25% of the incremental cost. New proven technologies that have
entered the marketplace will require additional outreach in order to achieve a market
tranéformation. T-5 fluorescent lighting can be used as a substitute for high intensity dischérge
(“HID”) lighting in high bay aﬁd warehouse application's., and can be also used in low ceiling
interior applications. Inductive lighting has also emerged as a viable energy efficient alternative
to HIDs. Light emitting diode “LED” and light emitting crystai “LEC” technologies offer
éfficient lighting in many new applications. “Super T-8s” have recently been introduced to the -
market, creating an opportunity to further the savings resulting from aT12to T8 lamp retrofit.

- HECO has added these technologies to the CIEE Program. HECO T-11 at 23; HECO-1102 at

. 35.

Given the high level of HVAC efficiency that is requiréd by the Model Energy Code, it
has become increasingly difficult to achieve support of the industry that designs, markets, énd ’
‘ installs.smaﬂ to mid-size split and package air conditioning systems in the five to fifty Ton
rangé. In its new programs HECO will develop market outreach programs that will be designed
to encourage “upselling” of energy efficient equipment. HECO will develop and offer tools that

will demonstrate the life cycle benefits of higher efficiency equipment relative to a standard unit.
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The to?ls will assist calculation of the long-term economic benefits of eﬁergy efficiency.
Incentives will also be raised to 25% of the incremental Costs between the standard and the high
efficiency equipment. HECO T-11 at 23-24; HECO-1 iO2 at 38.

In _additidn,‘ the CIEE program will introduce an element desi gned to partner with
HECO?’s trade allies to market the DSM prograﬁls. A vener incentive will be developeci that
alllows incentives to be paid to the vendqrs that successfully persuade a cﬁstomer to install
qualifying equipment. HECO T-11 at 24; HECO-1102 at 38,

C. Program Costs

The first year cost estimate for the enhanced CIEE Program is $3,372,462, as shown in
revised Exhibit 7. Of this amount, approximately $2.3 million is 4for direct financial incentives to
customers. Thé remainder is budgeted for direct labdr, implementation, program tfaéking,
evaluation, PEAs, marketing and advertising, and administration/miscellaneous expenses
as.sociated with the delivery of the program to customers.*

The first year cost estimate is approiimatély $2 miliion greater.than tl.le- 2005 éctual cost.‘
Actual costs for the CIEE Program for 2005 are provided in HECO’s Annual Prégram‘

~Accomplishments and Surcharge Report filed March 31, 2006 (‘2005 A&SVRepo'rt’_’);50 By and
1arge, the structure of the program will stay the same. However, HECO expects paﬁicipétion
levels to increase with higher budgets dedicated to customer incentives, and a greater emphasis
on targeting energy efficiehc;y measures that have historically beeﬁ difficult to penetrate. -
Marketing efforts will also Be stepped up to contribute toward increasing .the rafe of pré gram

 participation. See HECO T-11at 17.

#  Attachment B of HECO’s 2005 A&S Report defines “other costs” as “materials, travel, and
miscellaneous.” '

%0 See 2005 A&S Report, Attachment B at 1.
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Incentives will be increased from the 2005 actual levei of $732,894 to an estiinatéd ‘$2.3
million. »This amount répresents higher incentive payment levels per measure as well as an
increase in participation due to expansion of the program technologies, greater market
penetration, and increased acceptance from non-participating customers. See I—IECO T-11 at 17-
18. |

The first year CIEE Direct Labdr Budget was incfeased to $380,862, from the actual
2005 cost of $156,680. Certain contract empioyees that are ﬁow assigned to the CIEE Program
are expected to be converted to regular HECO. émployees and two additional engineers would be
hired as regular employees for the expanded program,v with time allocated among the CIEE,
CINC and CICR programs. See HECO T-11 at 18,

Overall, the fifst year irﬁplementation expense was reduced from an actual cost of
$258,172 in 2005 to an estimated first year cost of $160,063. This is primafily due to converting
contract employees, included as non-labor expenses in the Implementation budget, to regqlar
ﬁECO employees who are included in direct labor. See HECO T-11 at 18.

PEAs are offered to targeted customers where there is substantial potential for energy

-savings in éxistingfacilities. HECO funds these detailed energy audits to provide specific
v reéor_nmendations to customers as to which investments in energy efficient fetroﬁts are the most
cost effective. The budget for first year has been incréased to $200,000 from the 2005 actual
amount of $39,522, due to an anticipated escalation of PEA solicitation that will take place‘ with
~increased staffing and marketing efforts. See HECO T-11 at 19, 20.

The advertising and marketing budget is‘increased in the first year to $170,589 from the
actual expense of $132,065 in 2005. Additional marketing efforts wili be requifed to expand

program elements that encourage participation. These include expanding small to medium
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busine7"s rharkets and developing a vendor incentive pro gram to in’crease trade ally support of
' HECO’s DSM programs. See HECO T-11 at 19.

Other program costs associated wifh admihistration/miscellaneous were increased fiom
the actual 2005 eost of $70,511 to $109,C77 in the first year. This is proportional to the overallA
budget and reflects the overall increese in progrem support activity. See HECO T-11 at 19.

d.  Program Impacts

Tﬁe' program has resulted in é net reduction of 13.0 MW of demand and 98,781 MWh of
energy since its inception in mid-1996 through 2005. See A&S Reports (1996-2005). |

The first-year savings goals are 2.3 MW and 15,226 MWh, as shewn in revised Exhibit
10. After five years, HECO estimated the cumulative savings forv this program to be 11.4 MW
and 76,331 MWh.’ See revised Exhibit 10. | |

e Program Cost-Effectiveness

- The program is estim'ated to be cost effective from the TRC test perspective with a B/C
ratio of 1.28. See revised Exhibit 10 (revised Exhibit 10 aieo contains benefit—c.ost‘test results fof
the other tests and programs.).

In evaluating the cost-effectiveness of the CIEE Progfam, HECO used a 65 3% net-to-
gross ratio for energy and 66.4% net-to-gross ratio for coincident aemand reduction.' These
values are consistent with the res_ults' of the impact evaluation for program years 1998-1999. See"
HECO T-11 at 24.

f. Program Issues

HECO opposes RMI’s proposal to allow the utility to use its capitalb to install the efficient-
technology itself, and then earn a return on capital by leasing the equipment to the customer.

The utility’s role is to provide energy service. It is not a financing entity. There are regulatory,
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- legal, and accounting rules that prevent HECO frbm engaging in such financing. Tr; A(8/2:9)' at
269,285-87 (Hee). |

HECO alsQ opposes RMI’s suggestion that its current 50% threshold for customers whé :
have a CHP system be removed. A customer who has a CHP system can serve its needs by
either the CHP system or by purchasing electricity frém the utility. The objective of the DSM -
programs is to assist other rafepaye'rs with energy efficiency by decreasing tétal system load.
When there is a customer with 50% of its coﬁsumption being provided by its own self-generator,
the issue arises as to where the benefits are gbjng. HECO did not conduct a formal study to
'determine the 50% threshold. Rather, HECO set that level so that it could at least be assured that
there is a substantial benefit for the system grid. Tr. (8/29) at 288-89 (Hee). |

3. | CINC Pfogram

a. Program Description
The CINC Program is a combination of prescriptive and customized incentives and

ciesign assistance that captures elementé of both the CIEE and CICR Programs in order fo help -
motivate a customer into making the investment in an energy efficient measure during design’
-and constrﬁction. Customer education that especially targets the architect and engineering
, préfessional design community is key to the success of the CINC Prograni. | Relationships with -
entities such as the federal, state, and local governments are also supported in the Program.
HECO FSOP at 48; H“ECO T-11 at 24-25; HECO—I 102 at 38-39.

Design assistance funding is offered to assist in early design consultation and review to
presént energy efficient options to the building owners or develbpers. The relationships with
architect’s, planners, engineers, and develoiaers are essential to identify projects énd keep

apprised of their status during the désign process. HECO FSOP at 48.
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/T he CINC Pro gram seeks to maximize opportunities for saving énergy in new
commercial and industrial buildings and in major renovations of cOmfnerciaVindustrial facilities‘.
It is of particular importance in new construction to caéture the savings potential early in_ the life
of a building. It méy take fifteen to thirty years for Aa new HVAC _plant to reach the end of its
usable life, for example, and then be replaced. HECO T-11 at; HECO-1102 at . From'thé time
of its inception in mid-1996 through 2003, the CINC Program resulted iﬁ a reduction of 2.8 MW
of demand and 19,062 MWh of eneréy. HECO T-11 at 24—25; HECO-1 102 at 38-39.

This docket includes CINC program measures that were nqt analyzed during the raté,
case. Those measures are: HE High Pressure Sodium HID, HE Metal Hélide, Occupancy
Sensofs, and Customized Measures. See revised Exhibit 8. |

b. Customer Incentives

In the past, incentives for each energy efficiency measure were based on their level of
savings and persistence mult‘ipiied by their avoided costs to determine value to HECO. This was ,
used as a guideline to create a customer incentivé level that would offset the inéren-lental
differ;ance in cost between a standard effiCiency measure and the high efficiency measure.
‘ However, for some technologies this has not been a large endugh incentive to ehCour'age
édoption. In the enhanced CINC program the incentives will be Higher, offsetting a ia_rgér
portion of the incremental cost. This amount will vary depending on technolpgy, saturatién and -
market acceptance. HECO"‘IEI 1at 26; HECO-1102 at 41. -
For the purposes of iarogram planning, typical per-customer incenﬁve amounts were
, cstimated and are reported in HECO-1 106.- Detailed incentive amounts by measure are provided ;

in HECO-1107. See HECO T-11 at 26.
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c. Eligibility/Participation

All HECO custbmers that are metered under commercial utility tariffs, G, J, H, PP, PS,
PT, and U are eligible for the CINC program. As with the CIEE program, HECO will provide.
DSM incentives to customers who, at the time the measures are installed, are purchasing more
thah 50% of fheir elect_rical energy requirements frorh HECO.

Customers can apply to participéte in the CINC Prograrﬁ in various ways. Since most
new construction projects have long lead timés, HECO will normally approach the cusiomer to
explain the CINC Program and its features. During these discussions, HECO will open a
program application for the customer, or in some instances the customer’s engineer or architect
will ‘complete the application forms. In the instances of small new construction projects wﬁich
may have been missed by HEC.O, the customer may still'qualify for the prescriptive rebates for
measures contained in the CINC Program by submitting an application direétly to HECO.
Impacts are expected to increase by about 50% from current Ie{fels of participation as a result of
iﬁcreased incentives, targeted marketing, and trade aily support. See HECO T-11 at 26;27.

o d. Marketing

The CINC Program will be promoted in conjunction with the CIEE and CICR P.rograrns.'
These joint promotional efforts, covered under the CIEE Program Marketiﬂg section, ggpga;
included initiating personal contact and small group sessions with customérs and trade allies by
HECO’s Account Managers and DSM employees, sponsoring seminars and workshops, anvd'

~ staffing booths at trade shows. HECO T-11 at 29.
HECO will continue to conduct workshops on the Energy Solutions programs for
architectural firms. These presentations afe aimed at increasing the aWareﬁess of energy efficient

technologies in the design community, and influencing new construction and renovation projects
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during /the design phase. HECO believes that these marketing efforts aré resulting in enérgy
efficient designs and specifications in future projects. HECO T-11 at 30; HECO-1102 at 41.

In addition, HECO has partnered with the VU.S. Department of Energy to promote»tﬁle _
Rebuild America program. The Rebuild America program seeks to improve the quality of life m
communities through energy efficiei_lt solutions and sustainable building design. HECO has also
promoted the Leadership in Energy and Environmental Design (“LEED") program to local
architects and designers. The LEEDiprogram and its Green B‘uildi‘ng Ratirig System isa
voluntary, consensus-based national standard fof developing highfperfonnance, sustainablé
buildings. Through these partnerships HECO hopes to improve the level of energy efficiency in

the désign of future new construction projects. HECO T-11 at 36.

- e, Program Enhancements

- The existing CINC Program will be enhanced primarily by increasing the incentives paid

for the design features. Severél of the new construction technologies that are covered ﬁnder the .
customized approach have been evéluated,-resulﬁng in predictable energy saviﬁgs fesiﬂts. Thesé
measures will become prescriptive and fewe_r technologies will require the exteﬁsive review

} process of the customized approach. Examples of the custorﬁized measures. that Will now qualify
‘Vfor prescriptive rebates are window tinting, variable frequency drives, compact ﬂuor-esbce»nt
'lamps, LED exit signs, inductivc lighting, and T5 fixturés, as shown in HECO-1106. HECO:T— ‘
11 at 30-31; HECO-1102 at 39.

In the past, demand .incentive's were paid on customized measures that réduce demand

- during HECO’Q priority peak, 5:00 pm to 9:00 pm. HECO is now proposing to pay the demand -

incentive f‘ork any customer’demand reduction. This change feﬂects the -adde.d value of ‘capacity

reductions during afternoon peaks and allows the customer and HECO to pre-determine most
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demanfi ihcentive payments. Energy incentives are paid on the calculated savingsvbased on
engine‘ering estimates or post-monitored data or both. Detailed incentive amounts by measure
are provided in HECO-1107. HECO T-11 at 31.

Under thé CINC Program, a building commissioning process will be implemented.
HECO will work with DBEDT and cher partieé to conduct training for the engineering .
cémmunity on how to conduct a formal building commission and will provide incentives for
trained eﬁgineers to conduét commiséioning for new construction projects‘.v Builnding
commissioning is a process by Which‘experts inspect a building’s mechanical systems (typically
HVAC) to ensure that all of the specified energy components and systems were properly
installed and operate as designed. Building commissioning has eﬁerged nationwide as a
significant constmction element that identifies and .reétifies potential problems in Buildings that
might otherwise compromise the energy savings measures built into a building. HECO T-11 at
31. |

f. Program Costs

The first year cost estimate for the enhanced CINC Program is $1,637,950.
“ Approximately $950,000 of that budget is for incentives to cﬁstomers. The‘rerriainder is
budgefed for labor, implemeﬁtation,' program tracking, eva_luation; design assistance; mafketing
‘and advertising, and administration/miscellaneous expenses associated with the delivery of the.
program to customers. See ;eviséd Exhibit 7
The first year cost eétimate is apprbximately $800,000 greater than the 2005 actual cost.”’
- With-the intent to accelerate participation béyond historical levels, the use bf additional

marketing avenues is expected to increase the rate of program participation, and higher incentive

51 The actual costs for 2005 are reported in Appendix B (page 3) of the 2005 A&S Report.

&5



amounts will be used to accelerate adoption. These changes Will be realized largely ihrough the
existing program design. Incentives will be increased from a 2005 actual amount of $541,763 to
$936,020 in the first year. This amount represents higher incentive payment levels per measure
as well as an increase in participation due to expansion of the program technologig:s, greater
market penetration, and increased acceptance from nbn-participating customers. See HECO T-

| 11 at 27. |

The first year CINC Direct Labor Budget is $337,298, as compared to the 2005 actual
cost of $95,521. The increase is due to contrapf employees that are now assigned to the CINC
Programs are expected to be converted to regular HECO employees. Two additional engineers
are éxpected to be hired as regular employees for the expanded program, with time allocated
among the CIEE, CINC, and CICR programs. See HECO T-11 at 27-28.

The first year implementation expense estimate is decreased to $72,501 from an actual
2005 amount of $115,976. First year tracking expense estimatés are $17,778, as compared to
$1,247 recorded in 2005. The hormalized Evaluation expénse estimate is $38,864, as compared:
to an actual cost of $402 in 2005.

In addition to offering financial incentives for both prescriptive and customized DSM
measvures,‘the CINC Program provides Design Assistance funding, up to $1‘0,000 per projeét, for
new construction projects. This funding allows the customer to explore alternative approaches to
lighting, air conditioﬁing, and other design features to ensure that the project will integrate.the A
most energy efficient measures. | Design assistance can be used by the customer to either fund
additional studies by its design team or to retain outside engineers to review the recommended
design. HECO T-11 at 28-29.

In 2003, Design Assistance Spending was zero. This is in large part due to timing of -
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project/s'. Two projects were in.itiated and undemay in 2003, but neithef project was completed
during the year. In 2004, three Design Assistance applications were opened. As c’qmmunity and
professiohal awareness of Design Assistance avaﬂabiliiy grows through program outreagh;
Design Assistanée spending is expected to play a significant role as one of many services the
programs can offer to assist custo’me;s in reaching their energy goals. See HECO T-11 at 29.

| The advertising and marketing budget is increased from the 2005 actual cost of $28,410
to $81,599 in the first year; Additioﬁal marketing efforts will be used to cdntinue outreach with
project planning professionals. The CINC Program marketing effqrts will also seek to focﬁs on
new targets relevant to the new construcfion industry in addition to the géneral market. See -
'HECO T-11 at 29. |

| Other brogram costs associated with administfation/miscellaneous were increased froﬁ :

$27,684 in 2005 to $53,890 in the first year. This is proportional to the overall budget and
reflects the overall increase in program support activity. See HECO T-11 at 29.

g.  Program Impacts

The CINC program has resulted in a net reduction of 6.4 MW of demand and 43,416
MWh of energy since its inception in mid-1996 through 2005. See A&S Répofts‘ (1996-2005).
| | The first-year savings' goals are AO.9 MW and 5,823 MWh.» After five years, HECO
‘estimated the cumulative ‘savlingvs for this program to be 4.4 MW and 29,115 -MWh. See vrevised '
Exhibit 10. |

h. Program Cost-Effectiveness

~ The CINC program is estimated to be cost effective from the TRC tést perspective with a:
B/C ratio of ‘1. 13. See revised Exhibit 10. In evaluating the cost—effectiveness of the CINC .

Program, HECO used a 59.6% net-to-gross ratio for energy and a 61% net-to-gross ratio for
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coinci?fénf demand reduction. These values are consistent with the results of the impact
~ evaluation for program years 1998-1999. HECO T-11 at 32.

I. Program Issues

HECO proposes to reduce the payback period under the CINC and CICR programs frorﬁ
two years to one year. HECO recognizes that if it completely eliminated the payback pefiod, the
uﬁlity might experience the implementation of various kinds of small bui-: very efficient measures
included in its program. However, the utility also recognizes that those a;é the types of |
measures where customers should probably recognize the payback period‘ and irﬁplement them
on their own.

Nevertheless, the two-year payback did not provide enough of an incentive for customers.
There were sofne measures with payback périods between one and two years that shOuld havé'
been inétalled by the customer but .for some reason were ﬁot. HECO therefore proposes the
reduced payback period in recbgnition of the utility’s need to incent customers to install those
measures. See Tr. (8/29) at 291-93 (Hee). . |

EPA, in its report, commented that: “The 25% rebate levels and the suggested drop in the

| 2-year payback Stipulaﬁon in the Custom Rebates program niay raise concerns ébogt‘the level of
‘free-ridership.” EPA Report at 19. HECO acknowledges the EPA Report’s conéerris and
proposes to re-establish a lower payback threshold of one-year for the CICR Program. While
establishing different threshold levels for key measures as the EPA Report suggests would
enable measures more widély adopted to be differentia&d from measur}es‘ not adopted as

, frequéntly, implementing those various thréshold levels for CICR projects (Whiéh typically
involve a number of measﬁres) pould be comple?( and could bdelay the DSM prograxh application

process and result in additional costs for the administration of the program.
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Thus, HECO opposes the EPA’s proposal for ‘the development of payback ruies that,
apply to specific end uses. Administratively, such a policy would be very difficult to implement
because projeqts coming under the CINC and CICR programs typically combine a number of
different measures. To have a different payback threshold for a different measure means that the
analysis of whether a specific project that consists of many different measures is eligible or not
would be very difficult. Tr. (8/29) at 291-93 (Hee). |

4. CICR Program

a. Program Description

The CICR Program was developed to address the large number of DSM measures that are
avaiiable, which, due to the limited potential size of the market for these measures or to thé site-
specific savings resulﬁng from rtheir installation, do not lénd themselves to a prescriptive
incentive program design. These measures include the redesign of air conditioning systems and
the installation of controls on.various energy using systems. Cﬁrrently, in order to qualify for an
iﬁcentive, each project must have a greater than two-year payback and must pass the TRC test.
From the time of its inception in mid-1996 through 2003, the CICR Pro gram resulted in a
reduction of 5.584 MW of demand and 42,853 MWh of energy through 2003. HECO T-11 at
32; HECO-1102 at 41.

The key feature of the CICR Program is its flexibility to incent most energy efficient
technologies. The CICR Program applicatjons typically require pre-monitoring of a facilify prior
to the installation of the energy efficiency measure, and post-monitoring after the device has
been installed and is operational. In the past, demand incentives were paid on measures that
reduced demand during HECO’s priority peak, 5:00 pm to 9:00 pm. HECO is now proposing to

pay the demand incentive for any cﬁstomer demand reduction. This change reflects the added
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value (7f cepacity reductions dqring afternoon peaks and allcws the custemer and HECO to pre-
determme most demand incentive payments. Energy incentives are paid on the calculated
savings based on engineering estimates or post-monitored data or both. See HECO T-1 1' at 33;
HECO FSOP at 49.

Since each CICR Program application can be unique, the program is labor intensive and
requires significantly more engineering and technical review than the prescriptive CIEE
Pro'gram.A However, since fhe implementation of the CICR Pro grain in 19_»96, HECO and
third-party consulting engineers have been able to streamline the application process by
performing detailed technical analysis oﬁ several specific technclogies. For these technologies,

HECO developed spreadsheets and computer models have made projects much simpler and

quicker to process. These technolo gies include wiridcw film tinting, booster pumps, variable

frequency drives (“VFD”), compact fluorescent lamps, and energy management systems. See

HECO T-11 at 38. |

The framework used to analyze the CICR program has changed since the rete case.

Savings and customer costs based on a reVie_w of historical program data (from DSMIS records)
~with appropriate adjustments have been made to reflect measpres that are ncw fnclud’ed in the

CIEE program. See revised Exhibit 8. |

b. Customer Incentives

In the past, the inceh_tives for energy efficiency measures were based on their level of
savings and persistence muitiplied by their avoided costs to determine vaiue'to iHECO. This was
- used asa guideline to create a customer incentive level that would offset the incremental
difference in cost between a standard efficiency measure and the high efficiency measure.

However, for some technologies this has not been enough of an incentive to encourage adoption.
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- The incentive amount will vary depending on technology, saturation and market acéeptancg. In
the CICIi( Program, thése higher incentives will be reflected m the amount that is paid per kW
and kWh. HECO T-11 at 33; HECO-1102 at 44.

" Businesses consider the risk inherent with an unfamiliar technology in the_ir decision to
adopt that technology. The DSM customer rebates afe designed to overcome market barriers,
including financial barriers and other riéks. However, as indicated in its response to
HSEA/HECO—[R-B, HECO sets its customer‘incentives at levels which appear to be neéessary to
motivate customers to adopt the particula; DSM measures. The current $0.05/kwh and $125/kw
incentive levels in the C&I Customized Rebate Progrém have resulted in excellent customer |
resp‘onse. Response to HREA/HECO-IR-8.

C. Eligibilitv/Participation

Commercial custpmers under a G, H, J, PP, PS, PT, or U schedule are eligible to

participate in the CICR Program. HECO will provide DSM i_néentives to customers who, at the
| time the measures are installed; are puréhasing more than 50% of their electrical energy
requirements from HECO.

ASin‘ce both the customer incentive and the program savings are based on a comparison of
the pre and post operation of the project, customers must apply for participétion in the CICR
program prior to the installation of any qualifying measure. This provides HECO with the
opportunity to conduct pre inspections and to perform any metering and data collection neéd_ed to

- quantify the savings. HECO T-11 at 34.

HECO anticipates that impacts can be increased from current levels of participation if

incentives are increased and the two-year simple payback resfriction 1s modified. Currently, the

simple payback r_estriction deems technologies not eligible if they have shorter than a two-year
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paybacii(. 'This restriction was imposed on the assumption that projects i)vith less than a two-year
payback were so financially compelling that no incentive was necessary. In practice, however,
that has not been the case. Many projects with less than a two-year payback remain to be ,
implemented and represent a substantial market opportunity. LED exit signs are an example.
While replacement of LED exit signs often has a less than two-year payback, many customers
heve not yet made the change. HECO T-11 at 34-35.

As discussed undei" the CINC program, HECO proposed that the tWo—year payback
restriction be reduced to one yezir, thus allowing a number of ener.gy efficiency measures tci
i)ecome eligible under the CICR Prograrn. The projected savings include these measures. The
HECO IRP-3 Demand-Side Technical Committee endorsed the earlier proposal to simply

eliminate this requirement. HECO T-11 at 35.

d. Marketing

- The marketing components of the CICR Program include several delivery mecnanisms:
advertising in print media; outreach through public and customer events such zis HECO
sponsored workshops; direct program educaiion to customers, professionals, and trade allies;

~direct mail; direct marketing through HECO Account Managers and DSM Progreirn '
Representatives; and participétion in local trade and professional erganizations sucli as American
' Society of Heating, Air Conditioning and Ventilation Engineers (“ASHRAE”), Hluminating .
Engineering Society (“]ES’.’), Building Owners and Managers Association (“BOMA?”), Building
Industry Association (“B IA"’), Hawaii Society of Healthcare Engineers (‘;HS}IE”) and the -

: Rebuild Hawaii Consortium. This ’marketi‘ng effort will be bundled with t}ie CIEE and CINC -
Programs.i HECO T-11 at .38-39. |

“The CICR Program also contains a strong educational component since many of the
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DSM measures available to customers are new or haye not bsen implemented in Hawaii. To
educate customers regarding new and existing DSM technolsgies HECO has sponsored
workshops and seminars featuring experts from both Hawaii and the mainland to address
measures such as building commissioning, new lighting applications, variabie frequency drives,
and building controls. HECO T-11 at 39; HECO-1102 at 44,

Furthermore, the CICR Prograni provides matching funds up to $10,600 per project, for
feasibility studies to customers who wish to ietain an engineering firm to determine the
feasibility of a DSM project or measure. This facet of the program has been popular with
‘customers and has resulted in several major projects béing implemented. See HECO T-11 at 39;
HECO-1102 at 44. |

In addition, HECO uses outside engineering companies to complete PEAs under the
CIEE Program that identify energy efficient opportunities in a customer’s facility. The PEA
identifies the measures and provides estimates of potential savihgs and of the cost to install the
riieasures. These PEAs have resulted ili several major projects being compieted that otherwise
would not have been undertaken. PEAs identify potential CICR proj ects as well as prescriptive

- CIEE projects. HECO T-11 at 39-40.

| In order to reach the professional architect and engineering commiiriity, HECO organizes
program information meetings at local firms’ places of business: Presentatic_)ns describe the
CICR Program as wsll as other DSM programs. HECO also invites the consultants to participate 7
~ in feasibility studies, desigvn assistance, and PEA projécts in order to get detailed design

guidélines during the design and development phases of a project. HECO T-11 at 40.

e. Program Enhancements

The existing CICR Program will be enhanced in tWo ways. First, the requirement that
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prevenf's a customized application from being paid if the project has a léss than two-year payback
period will be reduced to one year, as discussed in the CINC Program section. As 4previously
mentioned, there continue to be many potential proj ecté in Oahu facilities that are cost efféctive
with less than a fwo-year payback that have not beén implemented by their owners. HECO T -11
at 40; HECO-1102 at 42.

| Second, a building c_ommissioning process will be implemented. This will allow funding
for custorhers that elect to have their 4buildings commissioned to ensure that all of the specified
energy components and systems. were properly installed and operate as designed. Buildingl
commissioning has emerged nationwide as a significant constrﬁction elerﬁent that identifies and
rectifies potential problems in buildings that might otherwise corhpromise the energy savings
measﬁres builf into a-building. HECO T-11 at 40; HECOJ 102 at 42. |

f. Program Costs

- The first year expense éstimate for the enhanced CICR Program is $1,708,376.
Approximately $750,000 of that estimate is for incentives to customers. The re;mainder is
budggted for labor, implementation, progfam tracking, evaluation, PEAS,’markefing and-

~advertising, and administration/miscellaneous expenses assoéiated with the‘deli‘v‘ery of the
program to customers. See revised Exhibit 7.

The first year cosﬁ estimé;te for the CICR Program is approximately $175,000 greafer than
the 2005 actual cost,’? althbugh customer incéntives in the first year ($743,936) are expected to
be lower than in the 2005 aétual cost of $1',056,533. The CICR program’s estiﬁlated incentive

- levels vary from year to year depending oﬁ forecast participation levels, and also due to efforts to :_

create more prescriptive rebates, which fall under the CIEE program.

2 The 2005 actual costs are reported in Appendix B (page 5) of the 2005 A&S Report.
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The first year CICR Direct Labor Budget is $517,3 10; as compared to a 2005: actual cost
of $103,333. The increase is due to contract employees that;are now assigned to the CICR
Programs expgcted to be converted to regular HECO employees. Two additional engineers are
expected to be hired as regular employees for the expanded program, with time allocated among |
the CIEE, CINC, and CICR programs. See HECO T-11 at 36.

The first year Implementation ekpense estimate is reported to decrease from the 2005
actual cost of $264,634 to $36,225. In additién, first year esﬁmated tracking expenses are
$17,778, as compared to actual 2005 costs of $i,247.

| The normalized first year Evaluation expense is $44,890, as compared to the 2005 actual
cost of $402. |

In addition to bffering financial incentives for cuétomized DSM measures, the CICR
Program provides Feasibility Study funding for retrofit construction proj ecfs. This funding,
offered as a fifty-fifty matching contribution up to $10,000, a}lbws the customer to explore
innovative approaches to lighting, air conditioning, and other energy measures to identify energy
efficient opportunities that can be integrated in the design. Feasibility Studies can be used by the

- customer té either fund additional engineering work by its design team or to retain specialized
engineers to review and comment on the recommended design. In 2005, Feasibility Study
speﬁding was $30,746. Feasibility Studies will continue to play-a role as éne of many services
the DSM programs can offer to assist customers in reaching their energy goals. Itis anticii)atéd

 that, with aﬁ escalated CICR Program, 10'to 15 Feasibﬂity Studies will be implemented in the

first Year with a-budget of$125,000. See HECO T-11 at 37.

The advertising and marketing budget is increased from an actﬁal cost of $58,884 in 2005

to $107,061 in the first year. In ordér to increase participétion in the CICR Program, advertising
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and maf keting will distinguish the customized approach from the prescr;lptive CIEE Program

‘ approach. Much of the marketing for the CIEE, CINC and CICR programs will continue to be
conducted as a unified Energy Solutions for Business program. However, the CICR Progrem_
also encourages eustomer creativity in incorporating energy efficiency into the design of its
facilities. See HECO T-11 at 37-38.

Some of the advertising in 2003 and 2004 focused specifically on sustainable design,
which often does not fall into the prescriptive framework of the CIEE Progfam. _While the
overall DSM marketing effort escalated in 2005, marketing specifieally for the CICR Progrem
increased to emphasize that unique opportunities are available to capture incentives and to take
| advantage of engineering assistance, project monitoring, and savings verification. See HECO T-
11 at 38. |

Other CICR Program costs ‘associated with administration/miscellaneous are expected to
increase from 2005 actual coste of $37,274 to ’$66,176. This increase is proportional te the

overall budget and reflects the ovefall increase in program support activity. HECO T-11 at 38.

g. Program Impacts
The program has resulted in a net reduction of 8.8 MW of demand and 69;3_24 MWh of
energy since its inception in mid-1996 through 2005. | | |
The first-year savings goals for the CICR Program are 1.2 MW and 9,583 MWh, ae
shown in revised Exhibit 10. After five years, HECO estimated the cumulative savings for this

program to be 6.2 MW and 47,915 MWh. §e_e revised Exhibit 10.

h. Program Cost-Effectiveness
The CICR program is estimated not to be cost-effective from the TRC test perspective

with a B/C ratio of 0.75, but is very cost-effective based on the UC Test, with a B/C ratie of
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2.97. See revised Exhibit 10.

In order to be eiigible for a CICR Program rebate, préjeéts must havé a TRC of at leasf
1.0. Project TRC ratios are calculated using participant costs and net benefits to the Company
from the project’s energy and demand savings. Therefore, the célculation of_ proj ect TRCS does
not include uﬁlity implementation costs. On the othér hand, the TRC calculation for the pr(jgram
as a whole does include utility impleméntatiOn costs: As a result, it is possible for a portfolio of
CICR Pfogram projects that individually pasé the project TRC threshold of one, to havé a
program TRC of less than one. |

In this case, the forecést of savings used to prédict the future performance of the CICR
Proéram was based on historical impacts, which were achieved with projects that had to ha.ve
paybacks greater thaﬁ two year‘s. The forecastgd savings. are likely lower than expected under
the proposed CICR Prog_ram, which has a threshold of one year. Overall, projects that meet this

one-year threshold are more cost-effective than projects that must have paybacks of greater than

two years. Thus, the actual TRC for the proposed CICR Program is expected to exceed 0.75.

L Program Issues

HECO plans to monitor and assess the CICR program fo minimize fuel switching.

. HECO, do"es not provide rebates for fuel switching and the Commission ruléd on fuel substitution
in the initial IRP docketg of HECO and TGC. See Docket No. 7257 (HECO IRP-1), Decision
and Order No. 13839 (filed March 31, 1995) at 23; Docket No. 7261 (TGC IRP-1), Decisidn and
Order No. 1‘3925 (filed May 24, }1995) at 19-20; Docket Nos.94-0010, 94-0011 and 94-0012
(Cohsolidated), Decision and Order No. 14638 (filed April 22, 1996) at 8-9. HECO would be
able £0 detect prohibited fuel—switéhing acﬁvities in its M&E efforts dﬁring the examination of

the different projects being rebated. Tr. (A8/29) at 294-95 (Hee).
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When a project is submitted under the CICR program;_ HECO assigns an enginéer to that
’ program or project. Tﬁat engineer works difectly with the facilities engineer to consider the base
tecflnology, fhg efficient technology, energy saving strategies, energy saving levels, and demand-
saving léVeIS. A substantial amount of analysis goes into a project before a ;ebatg is ever paid.
Thus, if a cuétomer’s ultimate objective was fuel swifching, HECO would discover that in the
analysis prior to the rebate being paid. Tr. (8/29) at 296-97 (Biock).

5 REWH Program

a. Program Description

The REWH Program encourages customers to reduce their electricity consumption for
wate;r heating by promoting the sale, installation and use of energy-efficient water hea&:rs iﬁ the
existing residential market. Thé program specifically offers financial incentives for the
installation of solar, heaﬁ pump, and high efficiency eleétric water heaters. The incentives are
currently offered in conjunction with available State of Hawa.iiAEnergy Conservation and Federal
téx credits. HECO is proposing to incréase the customer incentive level for solar water heating -
systems as discussed in Issue No. 4. HECO FSOP at 49.

T hé objective of the REWH Program is to continue the successful implementation of

- HECO’s REWH Program. From its inception in 1996, the REWH Prograﬁi resulted in over 9
MW of demand reduction and 40,712 MWh of annual energy savings through the end of 2003. |
HECO T-11 at 41; HECO-1102 at 30. |

b. Customer Incentives

In its FSOP, HECO proposed to increase the solar water heating customer incentive to
$1000 from the $750 rebate in the existing REWH and RNC Programs. HECO is proposing this

increase to make the level of incentive consistent with the solar water heating incentives at. -
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HELC?) ahd MECO, and reduce confusion that exists about the difference in programs. The
higher incentive is also:

(1)  Designed to take advantage of, and reinforce the window of opportunity presented
by, the new 30% federal tax credit effective at the beginning of 2006, which has a sunset
date of December 31, 2007. Year-to-date solar water heating installations on Oahu
indicate that the federal tax credit is providing a boost to program participation. The
higher customer incentive should attract additional participants and lock in associated
energy savings for the fifteen year life of the system. The momentum resulting from the
higher incentive may even extend beyond the sunset date for the federal tax credit. ’

2 Consistent with state legislative intent. In SB 2957, the cap on the state tax credit
for solar water heating was increased from $1,750 to $2,250. T he Legislature was
signaling an intention to encourage renewable energy technologies and solar water
heating systems in particular.

3) Ilustrative of the recent trend towards higher solar water heating system cost. For
example, copper prices are rising and copper is a primary component of the solar panels
and water piping. The higher installation cost of the systems means that keeping the
customer incentive at $750 effectively reduces the value of the incentive as-a percentage
of system cost. :

HECO FSOP at 44-45.
The incentives for high efficiency water heaters vary depending on the size of the water

heater, but remain unchanged from 2003, as shown in HECO-1106. HECO T-11 at 43.

c. Eligibility/Participation

All existing residential customers that have individual electric water heaters, including
customers served on non-residential utility rates (master metered r‘accounts) with eleétric,
resistance water heaters, can participate in the REWH Program. Residential building owners;
including owners of apartment complexes and employee housing, Whose properties utilize
individual electric water heaters are also eligible to parﬁcipate. However, housing covered under
~ federal, state, city or county laws requiring _the installation of heat pump or solar water heaters
would not be eligible to receive an inqentive for that technology, since they would not provide an

additional reduction in HECO’s peak load. HECO T-11 at 44; HECO-1102 at 30.
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/Résidential property owners of master-metered or common-area;metered facilities with
" central water heating systems may apply for eligibility under the CICR Program. The benefits
and costs of such installations accrue to the residéntial éector if the replaced water heaters were
individually me_:téred on rate schedule R; otherwise,‘ such costs and benefits accrue to the
commercial and industrial sector, as ;\ppropriate. HECO T»l_l at 44.

| To participate in the REWH Program, customers can call a participating solar contractor
‘or HECO’s office to receivé a progrdﬁ application. When the customer purchases the system,
the participating contractor will éomplete the application and give.the customer an instant rébate. ;
To participate in the energy efficient standard water heating program, thé customer can mail in a
| copy of their invoice along with an incentive coupon that is availéble at most retail outlets selling
water heaters. Many-plumberé also have thé incentivé coupons and will make theﬁ availablé to-
the customer when installing a new qualifying water heater. The levels of participation in the
REWH Program in 2005 were.estimated to be 2,800 households per year (1,400 solar water
heateré and 1,400 high efficiency électric water heaters), as shown in HECO-1 1'06.. In 2003, theb
~ participation levels were 1,443 solar water heaters, 6 heat pump water heaters, and 935 high
efficiency electric water heaters. HECO T-11 at 44; HECO-1102 at 31.

For the solar water—heéting component of the program, thé eligibility critéria‘for Systems |
are: (1) the solar water héating system must be designed to provide at least a 90% solar fraction,
(2) the system has to be insfalled- using approved components, and.(3) the system has to be
installed by a participating HECO contractor. The eligibility criteria were devéloped W’ith the

- assistance of thé solar industry. HECO mainiains an approved list of contractors and accepted -
products. To be placed on the list of accepted products, a manufacturer must provide product

specifications and a warranty statement.- HECO T-11 at 42; HECO-1102 at 30.
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Fér the heat pump water-heating component of the prégram, heat pump watér heaters
must be listed in the Gés Appliance Manufacturers Association’s (“GAMA”) Consumers’
Directory of Certified Efficiency Ratings for Residential Heating and Water Heating Equipment
(Consumer’s Directory) and meet a coefficient of performance of at least 27. In phe three years
leading up to 2005, HECO paid incentives for less thén ten hea;c pump water heaters a year and
as of November of 2004, HECO did nof forecast any. installations for 2005. Accordingly, no
forecasted impacts or expenses were included in the REWH Program. However, HECO will
continue to pay incentives for heat pump watér heaters in the amount of $175 for retrofits and
$300 for new construction heat pump water heaters. HECO T-11 at 42; HECO-1102 at 30.

For the high efficiency electric resistance water-heating component of the program,‘
electric resistance waier heaters also must be listed in GAMA'’s directory of certified water
heaters and must meet the energy efficiency requirements stipulated in HECO’s current program.
Qualifying efficiencies vary by the size of the water heater. Qﬁalifying efficiencies exceed the

| éity and County of Honolulu’s Model Energy Code. HECO T-11 at 43; HECO-1102 at 30.

Finally, HECO has an objective of ensuring that an individual customer will be able to

-benefit from both the 25% rebate under the HECO program and the benefits conferred under the
Pay as You Save program. Maximizing the magnitude of the resources thét are available to the
ratepayers so that they can install this equipment will be beneficial to the ratepayers while
helping to meet state energy objectives. Tr. (8/29) at 328-29 (Waller).

| In 2005, the participation levels were 1,300 solar water heaters and 931 high efficiency
electﬁc water heaters. S_eé 2005 A&S Report at 53. From the trend of previous years, the
forecast of installations used in the REWH Program for the proposed dQcket is 1,400 solar and

1,400 high efficiency electric water heaters. See revised Exhibit 8.
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/' | d. Marketing

| Marketing and advertising efforts for the REWH program rely mainly on television
commercials to build an overall awareness of the existence of HECO’s REWH Program._ ‘
Television comrhercials are effective in reaching a iarge number Qf customers and raising
residential customers’ awareness of mc benefitsv of solar water heating. However, the short
dﬁration of the commercials makes it difficult to get specific details associated with the REWH
Program écross to customérs. Also, the relatively high expense of televisidn adyertising makes it
necessary for HECO to rely on other means of communication. HECO T-11 at 45. |

To reach customers with specific details of the REWH, Program HECO also uses bill
inserts and direct mailings. Bill stuffers and other direct mailers ére mailed to customers' homes.
The rﬁailer contains a “hotline” telephone number and the address of HECO’s Intefnet site
(www.heco.com) where customers can go to get more information about the Residential DSM
Programs. The use of bill stuffers allows HECO to contact every residential customer Vto provide
them with information and increase their awarenéss of services and programs fﬁr oﬁly the cost of
production and printing the material. (An effort is made to ensure that the size of the bill stuffer
“does not affect the postage rate of the bill package.) Detailed brochures, incentive vouchers,
instructions, and a list of certified contractors are sent to those cuétomers who call the hotline.
HECO T-11 at 45-46; HECO-1102 at 31.

General media adveftising will'supplément the above marketing efforts.  This may
include newspaper advertising and radio sf)ots. HECO will continue to cbntracf with aﬂ
‘ adverﬁsing agency to assist in the markethig of the residential DSM programs. With the help of -
the advc_arﬁsing agency, HECO will continually consider new marketing concepté and creative

ideas to improve customers’ awareness of the program and the effectiveness of the marketing
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program. HECO T-11 at 46; HECO-1102 at 31.

e. Program Enhancements

HECO plans to enhance the REWH Program by increasing the incentives for solar water
heating, and increasing its marketing efforts. HECO also intends to enhancg its energy
efficiency DSM Program efforts for residential Custoﬁers by offering two programs — the ESH
Program, and the RLI Program. |

f. Program Costs

The first year estimate for the enhancéd REWH Program is $2,714,493. In this budget,
approximately $1.5 million is for incentives. The remainder is budgeted for direct labor and |
outs‘ide services for program implementation, program evaluation, advertising, and other sérvices
and expenses associatéd with the delivery of the program to customers. See revised Exhibit 7.

Actual expenses incurred in 2005 for the REWH Program weré $1,9-17,850,53 compared
to the first year estimate of $2,714,493. |

| The estimated first year incentive expense fbf the énhanced REWH Program is
$1,470,000, as compared with actual 2005 costs of $987,445. The estimated first year direct
-labor cost i.s $43,654, as compared to the 2005 actual cost of $132,360.

- The first year implementation estimate is reported to increase by $94,180 from $422,552
in 2005 to $516,732 in the first year. The first year tracking expense has been increased from an
actual amount of $2,709 in 2005 to an estimated $11,111 in the first year.

The normalized fifst year evaluation expenses for the REWH Program are $65,780. This
représents an increase from the 2005 actual evaluation cost of $4,152.

The first year estimate shows an increase of $164,812 in advertising from the 2005 actual

3 The 2005 actual costs are reported in Appendix B (pagé 8) of the 2005 A&S Report.
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' expens/é of $323,188. This increase in expenses for advertising reflects a move to increase the
advertising of the program back to levels experienced in the earlier years of the program. Actual
expenses for advertising in years 1999 through 2003, were $360,374; $745,734; $404,18_5; ,
$279,816 and $250,421, respectiifely. The average iexpense over _this period was $408,106,
although this average was slightly skewed by thé abnormally high expense in 2000. See HECO
T;l 1 at 47-48.

The first year administration/miscellaneous expense estimate shovyé an ipcrease of
$73,772 to $119,216 from the 2005 actual expense, which reﬂects. the overall increase in
program support activity. See HECO T-11 at 48.

g. Program Impacts

| The pré gram has resulted in a net reduction of 10.5 MW of demand and 46,:3 15 MWh of
energy since its inception in mid-1996 through 2005 (unless otherwise stated, subsequent
program impacts are stated at fhe gross generation level, net of free-riders). See A&S Repofts
(1996-2005). | -
- The first-year savings goals are 0.6 MW and 2,746 MWh. After five yeérs, HECO
“estimated the cumulative savings for this program to be 3.2 MW and 13,730 MWh See revised
Exhibit 10, | | |
HECO plans to evaluate the REWH Progrém ﬁsing impact evaluations. An impact
evaluation is the process ofr ¢stirﬁating the impacts of the program on enefgy use ahd demand.
An impact evaluation for th.e REWH progfam is scheduled every three yéars. Expenses for
: _eyaluation are not consistent from year to year. For example, metering expenses in the second | -:_
year are gfeater than either‘ the p_reparatory evaluation work aone in the second yéar or the report

writing work done in the third year. However, evaluation expenses have been normalized for the
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_ purposes‘of the test year. HECO T-11 at 48.

The future impact evaluation will be different from the ones completed since the
inception of the program. Since the inception of the REWH Program, three extensive impact
evaluations have been completed. In all three impact evaluations the results of th¢ per—unit
energy and demand savings for solar and high efficiéncy electriqwater heating systems have not
chénged significantly; Therefore, futuré impact evaluations for measures that have been
evaluated in the past will not be as extensive.. Instead, HECO will concentrate its evaluation
efforts on new measures introduced in the portfolio of ten enhanced and new DSM programs.
HECO T-11 at 48-49. |

h. Program Cost-Effectiveness

The program is estimated not to be cost—effectiv'e'from the TRC test perspective with a
B/C ratio of 0.58. See reyised Exhibit 10. In evaluating the cost-effectiveness of the REWH
Program, HECO used a 72.9% net-to-gross ratio for energy and a 73.1% net-to-gross ratiq for

' éoincident demand reduction. These vélues are consAistentb with the results of the impact
evaluation for program years 1998-1999. HECO T-11 at 49.

The Residential DSM PrOgrém does not appear to be cost-effective based on the results
of the UC and TRC Tests. However, HECO has taken the position that thé 'REWH DSM
Program should be continued, because (1) the energy and demand savings, which represent fhe
quantified benefits in the UC and TRC Tests, are conservatively calculated,™ (2) the progrém -

provides significant qualitative benefits, which help HECO’s IRP-3 Plan meet its objectives,

(3) the program offers opportunities to residential customers to achieve electricity bill savings

- For example, in evaluating the cost-effectiveness of its DSM programs, HECO took a conservative

approach by not quantifying any credits that may result from the deferral of transmission and
distribution (“T&D”) projects. Including the T&D deferral credit would improve the benefit-cost
ratios. HSEA also raised an issue regarding the service lives used in estimating the duration of the
solar water heating installations. ' '
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th’roug? the installation of energy efficiency measures, and (4) the TRC -benefit-cost ratio is
affected by the cost of individual solar systems, but non—participating"custome_rs are not
negatively affected if individual customers choose to install more expensive systems (sinpé .
HECO pays the same incentive).

With respect to the last point? the TRC Test presents unique challenges for residential
programs. Commercial and industrial customers normally make investments in energy
efficiency based on their return on iﬁvestment. However, many re‘sidentiglv custqmers purchase
energy efficient technologies for reasons other than the return on ipvestment. See HECO FSOP
at 29. For example, residential customers may purchase energy .efficient. equipment, such as
solar water heating systems, based on their personal environmenfal concerns and/or
commitments. Other customers may purchase the éafne product, because it is different or neﬁv
and they want to be in the forefront of new technologies. Residential customers with only two
people in the family may also i‘)urchase a solar water heating system in anticipation of .a growing
family in the future — however, the increased future savings cannot be factored 4int(-) the current
cost f;fféctiveness of the residential prdgrams. '

Considei‘ a two-person family that purchases a solar water heating systehl because using
solar energy reduces the amount of oil-fired generation. With an éstimated system éost of
$5 ,OOO, or a net cost under the TRC test of $2,400 after tax credits (utility incentives are .
considered a pass-through expeﬁse in the TRC test), an annual electricity bill savings of $240,
and a payback of 10 years, fhe TRC for that specific installation can be léss thaﬁ one. The family
- believes that reducing the impact on the environment is a “good thing” to do even though on a E
purely finéncial basis the payback is very long. Generally, energy efficiency measures, or

energy efficiency programs that promote measures with long paybacks, for example 10 years,
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- will not pass the TRC test.

When reporting the REWH Program TRC for the yez;r, this installation, along with many
others like it, are included in the calculation. The result is that the cost-effectiveness of the
REWH Program is lowered because some installaﬁons were performed for other than financial
reaéons.‘ Reéponse to RMIHECO-IR-2.

The determination of cost-effectiveness in IRP should‘c‘onsider both quantitative benefits
and costs (which are reﬂectedA in the bénefit—éost ratios) and éualitative benefits and costs (which A
are not reflected in the benefit-cost ratios). So_lér water heaters utilize an environmentally clean,
renewable energy resource. In addition, the solar water heating component of the REWH DSM
Pro éram is a major contributor to meeting the State’s RPS. |

Inits Decisioﬁ and Order No. 11523 (“D&O 1 1523”), issued March 12, 1992 in Docket
No. 6617, the Commissiqn recognized the difficulty in accurately analyzing non-quantifiable
benefits. In discussing the disagreement between the parties t‘o.that Docket to the concept of
| ciuantifying non-quantifiable benefits thé Commission statéd: “At the center of the controversy is
whether any assigned quantitative value truly measures the impact that is being sought to be

. assessed.” S_eg D&O 11523 at 22. Consequently, the Commission ordered: “Impacts that cannot
be reasonably and feasibly valued in dollar terms are to be qualitatively déséribed.’_’ See

response to HSEA/HECO-IR-2.a..

6. RNC Program

a. Program Description

The RNC Program encourages homebuilders, including HECO customers who are
building their own homes, to reduce electricity consumption in newly constructed homes. To

market the program, HECO makes ﬁresen‘tations to builders and architects and works closely-
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- with the Building Industry Association of Hawaii (“B IA”). S:ince most new constrﬁétion p;oj ects
have Iong lead times, HECO will open an application for the customer/developer as soon as it
becomes aware of the project. The program promotes the installation and use of solar water
heaters, heat pumps, high efficiency electric WAter héatefs, and high efficienpy elcf,ctric water
heaters coupled with load control devices in newly constructed homes. HECO T-11 af 50;
HECO-1102 at 31. |

HECO is proposing to increase the customer incentive level fqr solar water heaiing
systems as discussed in Issue No. 4. In additiqn, the program promotes the installation and use -
of é variety of energy efficiency measures such as Enérgy Star double pane windows, increaséd
insu'lation, skylights, and Energy Star appliances. HECO FSOP at 50. |

Under the RNC Prograin, HECO will also offer 'financial incentives for bundled measufes
contained on the “Hawaii BuiltGreen” checklist through a partnership with.the BIA of Hawaii.
HECO T-11 at 51-52. The BuiltGreen Program has been des_ighed to encourage new home

aevelopers to design their new producté with energy saving measures built-in. HECO would

offer four levels of energy saving measures that the developers can select from: Bronze, Silver,
. Gold a1_1d Gold Plus. Each level builds upon the level before it, making it easier for the
developer to select a higher level of savings to implement. HECO FSOP af 50.

In the Bronze level, the developer needs to select a central air ¢onditioning system with a
- SEER of 13 or better, Energy Star ceiling fans, and CFLs. The Silver level inc»lAudes the sain_e '
' requiremenfs as the Bronze level and adds Energy Star clothes washer, refrigerator, wall and
ceilihg insulation and sleightS. The Gold level includes the same requirements of the Silver
1eyel and adds Energy Star windows. |

Thus, for example, if a déveioper achieves a bronze level by installing high efficiency air
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conditibning and electric water heating, CFLs, and ceiling fans, the devéloper would qualify for
a $250 incentive. If the developer went further and in addition to everything in the bronze level,
also installed skylights, increased insulation in the ceiling and walls (above and beyond What is
required by the Model Energy Code), and installed Energy Star appliances, the developer wouid
qualify for a higher incentive. Thesg: higher incentives, as shown in HECO-1107, range from
$250 for a Bronze rating to $836.25 for a Gold rating. HECO T-11 at 51-52.

In the Gold Plus level, the home must be built to the Gbld 1evel, b_ut natqral ventilation is
required, replacing the air condition system. HECO FSOP at 50. »More specifically, if a
developer designs a house such that it takes advantage of the trade winds or fans, and eliminates
the need for air conditioning, the developer will get double the rebate that the developer would
get in ‘any of the other categories. HECO’s enhanced RNC Program will also make developérs
who build entire developments along zero net energy principles eligible for incentives for all of
the homes within the developrﬁent, including military housing. Tr. (8/29) at 347 (Block).

The eligibility criteria for the solar water heating components of this syéteﬁl are: (1) the
system must be designed to provide at least a 90% solar fraction, (2) the system has to be
installed using approved components, and (3) the system has. to be installed in accordance with
HECO’s Standards and Specifications. The eligibility criteria were developed with fhe
assistance of the solar industry. HECO maintains an approved list of accepted products, and to
be placed on that list, a manufacturer must pfovide producﬁ specifications and a warranty
statement. HECO T-11 at 50; HECO-1102 at 33.

The program’s heat pump water heaters must be listed in GAMA’s ‘Consumer’s Directoi'y'
and meet é coefficient of performance of at least 2.7. The high efficiency electrical resistance

water heating component of the program also requires water heaters to be listed in GAMA’s
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directory of certified water heaters, while requiriﬁg that they fneet the energy efficieﬁcy
requirement stipulated in HECO?’s current program. Qualifying efficiencies vary by the size of =
the water heater. Additionally, qualifying efficiencies exceed the City and County of Honolulu’s
Model Energy Code. HECO T-11 at 50-51.
| Developers are offered an incentive to install Aan 80-gallon or larger high efficiency water
heater with a load control device, consieting of either an autonomous timer with a
preprogfammed schedule or a radio controllea switch, which shuts off the water heater bduring
HECO’s peak period of 5:00 p.m. to 9:00 p.m. each weeknight. The larger tank size is required
to ensure that there is sufficient domestic hot water to meet customer needs. The larger tank size
also 'makes it less expensive for the customer to select the solar water heating option th a lafer
time, since the tank isr also large enough to serve as a stc')fage tank for a solar water heating
system. The customer is given a monthly bill credit of $5 for complying With program
requiremeﬁts and allowing HECO to keep the water heater off during the peak period by using
tile load switch. HECO T-11 at 51. |
Since the rate case analysis, the CFL package has been added to the RNC program. In
. addition, Verious incentive levels ha\;e changed since the rate case, as discussed infra: 4

b. Customer Incentives

Detailed incentive amounts by measure were provided in HECO-1107. Since the rate
case filing, the incentive level for the Tank and Timer program has been increased to reﬂeet the
ongoing $60/year payment to customers who participate in HECO’s cycling of their water
heaters during periods of System constraint. Additionally, the incentive level for the Gold Plus
option of the BuiltGreen program has beeﬁ increased to 50% of the cu.stomer’s cost, in order to

provide extra encouragement for natural ventilation. See revised Exhibit 8.
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/’ | c.  Eligibility/Participation

Homebuilders, including customers who are building their own homes, are _eligible to
participate in the RNC Program. This includes any prirrlary domestic residence, whether it is
owner—occ.upied; rental or employment housing, as long as the premises will be occupied year
round. However, housing covered urlder federal, state, city or county laws requiring the
irrstallation of heat pump or solar water heaters would not be eligible to receive an incentive for’
that techrrology, since they’ would nor provide an additional ‘reduct'Aion in HECO'S peak load. All
new residences must be within HECO's service territory to qualify., Residential developers -of
rrlaster—r'netered or common-area-metered facilities who wish to install a eolar water heating
system or a heat pump water heater may apply for eligibility under the Commercial and
Industrial DSM Pregram. HECO T-11 at 52; I—IEC'();1102 at 33. |

In 2005, the expected levels of participation in the RNC Program were estimated to be
550 solar water heaters, 1,500 rank and timers, nearly 800 high efficiency electric water heaters, A
and nearly 300 Hawaii BuiltGreen 'hornes, as sho§vn in HECO-l 106. First year partiCirJation ,
levels for the proposed docket are: 100 Solar Water Heaters, 400 High Efficieney Electric Water |
| ‘Heaters, 500 Tank and Timers, and 1,000 CFLs. See revised.Exhibit 8 at 7; Nete that in the
‘RNC Program, the CFLs are included irx the bundl.irlg of measuree in the Hawaii'BuivltGreen
homes and are not being propose_d as a separate measure of the RNC Program, but will be
included as a measure in the ESH Program. HECO T-11 at 52. |

d.  Marketing
 TInthe marketing and advertising strategy proposed for the RNC Program, homebuilders .

are informed about the program during routine marketing calls by HECO's marketing

representatives and/or technical specialists. In targeting the new construction market, it has been
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import nt to establish cooperative working relationships with homebuilders and the
architéct/engineering community. Therefore, under the RNC Program, special presentations will
be made to the architect and design community. I—IECO T-11 at 54; HECO-1102 at 34. A l

HECO W'illAcontinue to work with developers and homebuilders to offer energy efficien£
options to new homebuyers. HECO .will also céntinue to promote the Energy Star Homes
P;ogram, an EPA program. Under the EPA Program, new homebuyers in Hawaii who elect to
purchase é home with a solar water ﬁeater can qualify for additional financing based on the
reduced energy bill. HECO T-11 at 54; HECO-1102 at 34. |

HECO will also continue to work with the DOD to incorporate eﬁergy efficiency options
in its housing projects, and to work with private contractors who ;alre working with the DOD on
privatizing military housing. Additionally, HECO will continue to work with the BIA of HaWaii
on the Hawaii BuiltGreen checklist. Offering financial incentive for measures included on the
checklist will be an important éddition to the RNC Program in the future. HECO T-11 at 54;
HECO-1102 at 34. | o

e. Program Costs

The first year eStimated cost for the enhanced RNC Program is $1,972,207._ In this
budget, approximately $1.3 million is for incentives. The remainder is budgeted forl direct labor
‘and outside services for pi‘ogram implementation, program evaluation, advertising, and other = .
services and expenses assoc‘iated‘ with the deiivery of the program to customers. See revised
Exhibit 7. |

~ Actual expenses incurréd in 2005 fér the RNC Program were $1,147,208, approximately :

$825,000 less than the first year’estimate.ﬁ A major difference in the first year estimate is the

5 The 2005 actual costs are reported in Appendix B (page 10) of the 2005 A&S Report.
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addition of financial incentives for the energy efficiency measures contained on the Hawaii
BuiltGreen checklist. These measures include high efficiency air conditioners, CFLs, and
increased insulation among others. See HECO T-11 at 55. With the addition of thesé measures,
- the budget for customer incentives increased by $444,836 from $807,164 in 2005 to an estimated
$1,252,000 in the first year. |
Direct labor expense in the first-year is estimated to be $126,774. This represents an
increase of $67,037 from the actual 2005 cost of $59,737. The difference is the result of an
adjustment for part of a full time equivalent of a contract laborer expected to be transferred to a
regular HECO staff position. The transfer from contract employee to regular HECO staff
posi'tion will offset some of the expenses charged to Implementation. See HECO T-11 at 5.5 .
Implementatién expensés in the first year are estiinated to be $379,903. This represents a
$152,635 increase from the 2005 actual expense of $227,268. In part, tﬁis feﬂects the addition of
a new contract labor position to coordinate all aspects of the new measures associated with the
Hawaii BuiltGreen list. See HECO T-11 at 55. |
The first year estimate shows an increase from $482 to $11,111 in the tracl;cing budget
. compared to the 2005 actual expenses. There is an increase from $736 to $21,820 inthe
exi)enses for evaluation in the first year normalized estimate compared to 2005 actual expenses.
In addition, the first year estimate shows an increase from $35,797 to $115,500 in
advertising from the 2005 actual expense. This increase in expenses for advertising is necéssary
~ to support the new measures being introduced in the program. See HECO T-11 at 56.
The estimated administration/miscellaneous cost for the first year shows an increase from
$16,074 to $65,099 from the 2005 actual expenses, which reflects the voverall increase in

program support activity. See HECO T-11 at 56.
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/" . £, Program Impacts

The RNC program has fesulted in a net reduction of 5.9 MW of demand and 15.974
MWh of energy since its inception in mid-1996 through 2005 (unless otherwise stated,
subsequent progfarh impacts will be statéd at the gross generation level, net of free-riders).

The first-year savings goals are 0.8 MW and 2,542 MWh. Afterbfive years, HECb
eétimated the cumulative savings for this program to be 5.0 MW and 13,615 MWh. See revised
Exhibit 10. | |

g. Prbgram Cost-Effectiveness

The program is expected to be cost effective from the TRC perspective with a B/C ratio
| of 1.49. See revised Exhibit 10. Inevaluating the cost—effectiveﬁess of the RNC Program,
HECO used a 84.1% net-to-gross ratio for eﬁergy and a 88.5% net-to-gross ratio fof coincidént
demand reduction. These values are consistent with the results of the impact evaluation for
program years 1998-1999. HECO T-11 at 57..
h.  Issues
HSEA raised questions during the prpceeding regarding the RNC Program’s support for
_ measures other than solar water heating. The “Tank and Timer” measure fdr Whiéh HECO
provides rebates under the RNC program consists of a higher thaﬁ standard efficienéy 80 gallbn
or larger electric water héater cdupléd with a load management timer that effectively turns the .
water heater off during the ¢ntiré evening peak period of 5:00 p.m. to 9:00 p.m. As such, the
Tank and Timer measure pfovides energy éayings due to the higher than étandérd efficiency
- water heater while providing substantial peak demand reductions resulting from the load control -
timer. Sinée program incei)tion, HECO has encouraged the installation of over 5 ,000 “Tank and

Timers”. These measures contribute 2.8 MW of peak load reduction and 1,500 MWh of annual
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energy savings. Based on HECO current reserve kmargin shortfall it would not make .sense to
discontinue rebates for -this measure. See Response to HSEA/HECO~FSOP—4.

Recognizing that solar water heating may not be the choice of developers in all cases
even with the HECO incentive, the incentive for the “tank and timer” DSM measure was
developed to allow the developer other options. Thelevel of the incentive was designed to make
this DSM measure acceptable in the mérketplace; it was not based on a certain percentage of the
incremental cost. In 2005, new home builders installed 669 solar water heating systerns, 723
high efficiency electric water heaters and 771 “tank and timers”, indicating that the level of
incentives for each of these DSM measures has not uriduly skewed the market in favor of one
over| another. See Response to HSEA/HECO-IR-4.

Customer equity also is an issue of concern. As such, HECO recognizes that not all new
residential developments can install solar water heating systems as easily as others. For instance,
developers of town homes and condominiums face interior and roof area limitations, additional
Iﬁping difficulties in multistory applications, and other challenges that may make solar water
heating installation less attractive than other options.  The existence of the high efficiency

electric wafer heater DSM measure provides developers of these homes another option to
provide energy and bill savings to their customers. Responses to HSEA/HECO—IR,—4 and 5.

The program has been very successful on the Tank and Timer side. The Tank and Timer

locks keep water heaters off during HECO’s demand peak. In fact, HECO has found timef locks
~ to be even more successful than .solar water hearing systems in keeping water heaters off of the
demand peak. During inclement weather, people with solar water heating systems will
sometirh‘es turn the element on to get hot v?ater during peak demand periods. In evaluations of

water heating measures of those programs, HECO found that the Tank and Timer lead to greater

115



peak denﬁand reductions than those achieved by the solar water heating systems. Tr; ,(8/29)_ at
353 (Bio_ck). |

Since the inception of the RNC Prograrﬁ, HECO also has encouraged the installation of
over 4,000 high efficiency electric water heaters in the RNC program. Thes¢ measures
contribute 161 kW of peak load reduction and 743 MWh of annual energy savings. Based on
HECO current reserve margin shortfall ‘it would not make sen'sé to discontinﬁe rebates for this
measure. See. Response to HSEA/HECO-FSOP—S.

At the same time, the program has been successful in promoting solar water heating.
'Whén HECO started the RNC program in 1996, there was not a single developer that offered |
solaf water heating — it was not even as an option. In the ten years that HECO has beén |
implementing the RNC Pro grafn, not only have a numbef of developers started offering
customers to option to upgrade to a solar water heater, but there have even Been a couple of
developers that offer it as a standard feature now. Tr. (8/29) at .353 (Block).

| All of the program components have been successful. It would be imprudent to stop
either of those programs in lieu of just one measure. The programs do not undermine one
another. Tf. (8/29) at 354 (Block).

MOreovér, a number of studies show that about 20% of the customéfs who join the Tank
and Timer program upgrade to solar water heating systems. The frequ_enéy of those upgrades is
about the same as the frequency found in the natural market, among customers with regulaf »
water heaters. When HECO first designed the Tank and Timer program, it was designed with an
80 géﬂon high-capacity water heater, the same water heater that is used in solar water heating
systems. In some cases, customers have té upgrade to a 120-gallon system. But by designing an

80-gallon system into the house at the time of design, custbmers have space to upgrade to 120
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gallon?'at ‘a later time. Thus, the Tank and Timer program actually facilitates solar water heating
systems. Tr. (8/29) at 355-56 (Block).

C. NEW PROGRAMS

1. Residential Low Income Program

The proposed RLI Program Will enable qualified low-income customers, as defined by
the State of Hawaii guidelines for low income residents, to receive CFLs and high-efficiency
water heating meaéures at no cost to £hem. HECO T-11 at 60. Originally, an equipment—_
servicing component would have allowed for an equipment tune-up for those customers who
have room or central air conditioning. HECO T-11 at 60-61. That measure was removed when
it became clear upon future evaluation that low income customers were unlikely to own the split
or cenfral air conditioners that would have Been covefed under the equipment servicing
component. See HECO FSOP at 50.

A unique feature of the RLI Program is that it would be implemented by currently
existing third-party agencies that typically deal with low-income customers. Thesé so-called
Community Action Program (“CAP”) agencies would be under contract to HECO. This:

~approach represents a commitment by HECO, where feasiblé, to outsource to the local contractor
bommunity some of the impiementation responsibilities for its enérgy efficiency pro‘grams. In
this case, the CAP agencies would be developing the marketing and promotional materials,
recruiting and qualifying cu_stomérs, certifying the installations, and scheduling the onsite work
associated with the equipmént-servicing cbmponent of the program. HECO'Wiﬂ work with the

- selected CAP agencies in terms of providing training on the energy efficiency measures as well -

as marketihg and outreach strategies. HECO T-11 at 61; HECO FSOP at 50.

‘The customer would not have to pay for the installed measures, all of which would be
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given to the customer free-of-charge. The purposé is to promote energy efficiency th§ cﬁsto_mers
in the low—income segxﬁent and aid them in terms of improviﬁg their awareness of energy usage
and efficient practices. All customers that fall into the 150% of federal poverty guidelines would
be eligible to participate in the program. At present, the federal guideline fo; poverty isatan
anﬁual household income level of $15,000 per year. ‘As a proxy, HECO defined customer |
eligibility at the $25 ,000 per year level.- Based on a review of US Census data for Oahu
County,vthe total number of hpuseholds falliﬂg into this braci(et is about 60,000. HECO T-11 at.
61-62. |

Low-income customers are also eligible to parﬁcipate in HECO’s other residential
proérams (REWH Program and ESH Program). Customers will be encouraged to install otiler
high energy efficiency measures through the various maﬁfketing and awareness materials that tﬁe
CAP agencies will Ieavevwith the customer. Low-interest rehabilitation loans (for eligible
Section 8 housing) will be explored with eligible customers to éncourage their participatiqn in

| tﬁe other residential programs. HECO 'i‘-ll at62.

The measures promoted in the RLI program will include CFLs, water heater blankets,

- low-flow showerheads, faucet aerators, pipe insulation, and equipment servicing (cooling and/or
refrigeration). HECO T-11 at 62. Since the rate case, the CFL package hési been made identical
to that of the ESH program (e.g., the number and cost of bulbs).  See revised Exhibit 8.
Additionally, as discﬁssed supra, the Equipment Servicing measure has been removed frdrﬁ the
program due to the limited markct for Central Air Coﬁditioning among low income customers.

Overall, HECO expects roughly 6,000 participants per year in the RLI Program in the
first year. Of that total, 4,000 are expecteci to take the CFLs, and 2,000 are expécted tQ take the

water-heating package. See revised -Exhibit 8. The RLI Program is expected to reduce HECO’s

118



net sysfeni demand and energy usage by an estimated 3.0 MW and 13,166 MWh, respectively by
2010, as shown in revised Exhibit 10. |

The first year estimated cost for the enhanced RLI Program cost is $916,500, as shéwn in
revised Exhibit 7. In this budget, $589,000 is for incentives, Which represents 100% of the |
installed measure cost. The r'emaining $327,500 is budgeted for the CAP agency for program
implementation, program evaluation and other services and expenses associated with the delivery
of the prégram to customefs. See HECO T-11 at 62.

Evaluation of the RLI Pfograrh will consist of impact and process evaluations. The
purpose of the impact evaluation is to méasure the actual energy use and Aload shape savings

| achieved for the program, taking into account various market facfors such as free-ridership and
progrém spillover. The purpoée of the process evaluation is to make an assessmeni of the
program delivery effectiveness and customer perceptions of the program. Both impact and
process evaluations are quite d.ata intensive and must be initiated kafter the program has} been in
operation for one or more years. Therefore, the evaluation program is defined (Svef a five-year
period. HECO T-11 at 63.

In the first year, HECO will develop detailed evaluatibn plans that Will 611ﬂi_né the
research objectives, sample siies, analysis approaches, potential véndors, schedule aﬁd budgets.
Evaluation contractors would be selected during this timeframe. The seCond and fourth years -
will be devoted to data colléptioﬁ, in support of both the impact and procéss evaluations. Data to
support the impact evaluatiéns will consist of onsite surveys and spot mefering; Data to support

- the process evaluations will consist of surveys of both participating and non—pafticipating

customers as well as surveys of participating and non-participating equipment vendors. The -

6 See revised Exhibit 7.
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third and fifth years will be devoted to conducting th¢ evaluaﬁon studies. The process evaluation
is particglarly importaﬁt for this program since so much of tﬁe program implementation
responsibility lies with a third party contractor. HECO T-11 at 63.

HECO conducted a cost effectiveness economic énalysis for the program, .and found the
program to be cost effective from the TRC test perspéctive with a B/C ratio of 4.96. See revised
Exhibit 10. Note that this analysis was ‘conducted in-order to hélp inform the program planning
process.y HECO used a 100%‘net-to— gross rafio in the evaluation of the cost effectivenéss of the .
RLI Program, which is consistent with industrypractice. HECO T-11 at 64.

| - HECO has also considered the EPA’s suggestion of a “neighborhood blitz,” directly |
insteilling fluorescent lamps in residential and commercial buildings. HECO proposes. to dé that
in its RLI Program us‘ing community action groups. Diréct—install programs that do not leverage
some of their labor from'community action programs tend to be very expensive. Tr. (8/29) at
376-78 (Block). In HECO’s proposal, the community action 'agencies would be under contract
4 with HECO. Therefore, the cost of the ‘agency would be covered under the cost of the RLI
Program. Tr. (8/29) at 378 (Wikler).

2. Energy $olutions for the Home Program

The ESH Program will encourage customers to reduce their electricity consumption by
adopting a variety of energy efficient end-uses in the home including Energy Star lighting,
cooling, and other appliances. Financial incentives will be offered in order to reduce the cést '
~ burden faced by the custorﬁgr when making investments in these types of equipment. The
progfam will be structured in a prescriptive format where customers can choose one or more
energy efficiency measures from a list of approved measures. The cuétomer fiﬁancing option for

higher cost equipment that had been included in the origiﬁal program has been removed. HECO
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FSOP 7ft 51—52; HECO T-11 at 64-65; HECO-1102 at 45.

| The measures included in this program have changed since the rate case, in that Central
Air Conditioning has been changed to Split System Air Conditioning due to the more pre_v;clle_nt
market for the l“a.tter. Another change is ihat participants are nowAassumed to choose a‘single
Energy Star Appliance from one of ﬁhree possibilities (clothes washer, refrigerator or
dishwasher), whereas in the rate case, it was assumed that the typical participant would choose
all three. | See revised Exhibit 8. Chénges have also been made to 4incentivé arnqunts, as
discussed infra.

The objective of the newly proposed ESH program is to provide é comprehensive range
of energy efficiency opti'ons that address several major appliance’end-uses. The program is
intendéd to work in parallel with the EPA’s Energy S.tar program to maximize the Benefits of that
national initiative. Cash incentives would be offered to residential customers who purchase
high-efficiency electric equiprﬁent. A market transformation initiative will be pursued for select
equipment categories including CFLs and high efficiency air conditioning. HE‘CO'T-'ll at 64;
HECO-1102 at 45. |

The test year peak demand and energy savings estimétes for the ESH Prbgram are 4.0
MW and 16,194 MWh. The ESH Program is expected to reduce ﬁECO’s net sYstetﬁ demand by
‘an estimated 12.1 MW and energy usage by an estimated 42,468 MWh by 2010.» See revised
Exhibit 10. - | |

HECO will promoté the CFLs corﬁponent of this program to its résid¢nﬁa1 customers.

- Each customer will be eligible to receive up to three CFLs; however, the précisé mechanism for -
delivery hés not yet been détermined. At the time of the rate case filing, HECO was exploring

the possibility of direct mail and/or working with a number of retail distributors who will offer
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the discounted lamps at the time ihe customers méke their pui‘chases. Another possibility was to
affix coupons to the pr(iduct packaging, which can be redeenied for a cash rebate. HECO
planned to-work with a number of CFL manufacturers to certify and qualify their products for
eligibility in the program. HECO T-11 at 65.
HECO tested a CFL Rebate Delivery program in the fourth quarter of 2005 named the
“See the Light, Make the Change” progiam. The delivery mechanism for thei program was
assessed, and it was successful. Through its soupon rebate program, HECO delivered over
87,000 CFLs. HECOQ’s cost was about one dbilsr per CFL delivered. As aresult, HECO
experienced over 1 MW of demand reduction. HECO expects to continue that same delivery |
met}iod program in its interim Energy Solutions for the Home program. Tr. (8/29) at 309— 1;0
(Hee). | |
In its report, EPA commented that “an alternate model being used in several residential
lighting programs is to offer rebates directly to the manufactuiérs of CFLs.” EPA Report at 21.
’fhis appears to be one of the unique circumstanses that differentiates Hawaii from the U.S.
mainland. Manufacturers are far physically from Hawaii and, because of that, the traditional
_relationships established locally have been with distributors. Thus, for Hawaii, HECO has found
that those local relationships with the distributors result in more productivé .marketing efforts.
Two markets will be the focus for the air conditioning component of the program. The |
first market will be room air conditioners. HECO will offer incentives that will cover 25%‘ of the
~ cost difference between the standard equipment and the high efficiency room AC equipment that
meets or exceeds recommended efficiency levels (currently at EER=9.8). The second market
will be central air conditioners. HECO Wiil offer incentives that will cover 25% of the cost

difference between the standard equipmen‘t and the high efficiency central AC equipment that
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- meets (/)r eicéeds reéommended efficiency levels (currently at SEER:IQ.O). HECO T-11 at 65;
HECO‘-I 102 at 46.

HECO opposes the EPA’s suggestion that the Company establish a full old produpf
return, collection, dismantlement, and recycling element to its resjdential air conditioner program
to ensure that old units are not merely refurbished and sold back into any local or overseas
@arketplace. In Hawaii, such an élement would cause substantial difficulties and expense
because there is currently ho infrastructure for that sort of pxograrﬂ. The gdllection of an air
conditioner involves breaking the unit down in a way that does no't‘ leak_Freon. Thus, the
substantial cost of recycling air conditioﬁers would change the éost effecﬁveness of the program.
Tr. (8/29) at 374 (Block). |

A Sometimesv when a customer buys an air cohditioner, the customer intends to air
condition a part of the house that was not previously air conditioned. In that case, the customer
will install the new air conditiéner in the previously air conditioned room, and move the old air
conditioner into anew room. In such a case, there is no reduction in load; the l:oad.is ’s‘imply
moved around. In most cases, however, customers buying new air conditioners are buying them
to air-condition something that they want air conditioned, or feplacing an old air éo_nditione_r that
has failed. More often than nbt, ther’efqre, HECO’s rebate encour.ages customers to Buy the most
efficient air conditioner that thejrcould possibly gét, as opposed to a standard efficiency air
conditioner. Accordingly, HECO’S -program‘is currently designed to achieve some energy
savings and some demand réduction.l Tr. (8/_29) at 374-75 (Block).

. Inthe high efficiency appliance corﬁponent of the program, HECO Will offer incentives -
to encourage customers to purchase high efficiency appliances that are Energy Star certified..

This includes refrigerators, clothes washers, and electric clothes dryers. Incentives will cover
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 25% of tﬁe cost difference between the standard equipment aﬁd the Energy Star equi.pme‘ntT
HECO T-ll at 66; HECO—HOZ at 49.

Other energy efficiency measures will also be offered as part of the program. HECO will
provide incentives for customers to install ceiling fans and those who elect to have their air
conditioningvequipment serviced. Incentives of appréximately $40 will be provided for ceiling
faﬁs. Further, customers with central air conditioning will be eiigible to receive incentives for
having their equipment serviced (e.g., coil cleaning, filter reblacement, etc.). HECO will qualify
outside contractors to perform the servicing cqﬁlponent of the program. HECO T-11 at 66;
'HECO~1 102 at 49.
| In determining the level of the customer incentives for the various energy efficiency

measures, HECO took into accbunt the level of savings 'of the particular measure and the length
of persistence of the savings. This level of savings was then multiplied by £he avoided costs to
determine the value of the savings to HECO. Once the value‘olf the savings was known, HECO
(ietermined levels of customer incentives that were désigned to balance the benefit of the savings
to the cost of promoting the technology. Detailed incentive amounts by measure were provided
.in HECO-i 107.
Since the rate case, certain program incentive amounts have been ihéreascd as follows:
Room Air Conditioning from $59 to $75; Packaged Air Conditioning frofn $107 (for Central Air
Conditioning) to $110; Ceiling Fans from $39 to $40; and Equipment Servicing from $47 t-o,$5'0.
~ Other incentive amounts,vhmvzvev‘er, have decreased as follows: CFLs from $23 t0 $7.50 (to
reflect better information about equipment cost); and Energy Star Appliances from $130 to $50
(to reflect the assumption change of three éppliances Vs. one appliancé, discusséd supra). See

revised Exhibit 8.
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/ The Company financing option that had previously been includéd in the program has
been removed. Third party financing has proven to be a more acceptable altefnatiye given the
regulatory requirements involved with utility financing. HECO FSOP at 51.

All existing HECO residential customers, including customers served on nbn—residentiai
utility rates (master metered accounts) can participate in the ESH Program. Residential building
owners, including owners of apartment complexes and employee housing units, are also eligible
to participate. HECO T-11 at 68; HECO-1102 at 48.

In its revised estimates for this proceeding, HECO expects first year implementation of
ESH measures as follows: 60,000 CFLs, 4,000 High Efficiency Room Air Conditioners, 625
High Efficiency Split System Air Conditioners, 2,500 Energy Stér Ceiling Fans, and 5,000
Energy Star Appliances. See revised Exhibit 8 at 5. |

Marketing and advertising efforts to reach customers in the ESH Program will consist of
Bill inserts and direct mailings., working in coordination with the REWH Program. Bill stuffers
and other directlrvnailers will be mailed to customers' homes. The mailer will c;)ntéin'a “hotline”
telephone number and the address of HECO’s Internet site (www.heco.com) where customers
can get more information on HECO’s various Residential DSM Programs. Detailed brochures,
incentive vouchers, instructions, and a list of certified contractors. will be sent to those cﬁstomeré
who call the hotline. HECO T-11 at 67-68; HECO-1102 at 48.

General media advel_‘tisirig will supplement the above marketing efforts. This may
include newspaper advertising, television commercials, and radio spots. HECO will continue to
- contract with an advertising agency to assist in the marketing of the residential DSM programs.b s
HECO, with the help of the advertising agency, will continﬁally considér new marketing

concepts and creative ideas to improve customers’ awareness of the program and the
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effectiveness of the marketing program. HECO T-11 at 68; HECO-1102 at 48. ,

The first year estimated cost for the enhanced ESH Pfogram cost is $1,969,445. In this
budget, approximately $1.2 million is for incentives. The remainder of approximately $740,000
is budgeted for outside services for program implementation, program evaluation, advertising,
and other services and expenses associated with the delivery of the program to customers. See
revised Exhibit 7. |

HECO’s evaluation of the ESH Program will consist of impact and process evaluations.
The purpose of the impact evaluation is to measure the actual energy use and load shape savings
achieved for the program, taking into account various market factors such as free-ridership and
proéram spillover. The purpose of the process evaluation is to make an assessment of the
program delivery efféctiveness vand customer perceptions of the program. Both impact and
process evaluations are quite data intensive and must be done after the progfam has been in
operation for one or more years. Therefore, the evaluation prqgram is defined over a 5-ye‘ar
beriod. HECO T-11 at 68. |

In the first year, HECO will develop detailed evaluation plans that will outline the

-research objectives, sample sizes, analysis approaches, potential vendors, schedules and budgets.
Evaluation contractors would be selected during this timeframe. The second and fourth years
will be devoted to data collection, both in support of impact and process evaluations. Data to
support the impact e§aluations will consist of onsite surveys and spot metering. Data to sui)poﬁ
the process evaluations will consist of surveys of both‘paxticipating and non-participating
customers as well as surveys of participating and non-participating equipment vendors. The
third and fifth years will be devoted to conducting the evaluation studies. HECO T-11 at 69.

HECO conducted a cost-effectiveness economic analysis for the ESH Program, in which
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HECO /"foﬁnd the program to be cost effective from the Total Resource Cost test perspective with
aB/C fatio of 2.39. See revised Exhibit 10. In evaluating the cost'—ef'f'ectivene‘ss of the ESH
Program, HECO used an 85% net-to-gross ratio. ‘This figure was based on industry expe;iénc_;e
and although somewhat higher than the measured net-to-gross ratjos that resulted from the |
impact evaluation completed to date»for other HECO residential programs, appears to be an
abpropriate benchmark.for this type of program.- HECO T-11 at 69.

3. RCEA Program

HECO filed an applicatidn requesting approval of a pilot R_CEA_,Program on May 15 ,

2003 in Docket No. 03-0142. HECO filéd its “Application/IR Responseé Clarification,” in the

| form of a revised applicétion on October 7, 2004.”7 - |

| In its Application, filed November 12, 2004 iﬁ the Rate Case Docket, HECO propose-d'to

recover the program costs for then proposed RCEA Program in base rates. In addition, HECO
suggested that the proposed RCEA Program duration be extended from two years to five years
(to match the five-year duration fof other prograrﬁs) and that the cost recovery ﬁeéhanism for

the proposed program be modified so that the program costs could be recovered entirely through
base rates (rather than partly through base rates and partly thfough the DSM coﬁlponent of the
IRP Clause), if the program was approved in Docket No. 03-0142‘.5 8 |

The Consumer Advocate filed a Statement of Position in Docket No. 03-0142 on

57 The RCEA program, as described in the application document, provides for the establishment of a

baseline of awareness for customers. HECO proposed to take a survey of customers before the
program started, as well as after the program was completed, to gauge how effective the awareness . -
of the program is. Tr. (8/29) at 380 (Hee). 2

Since the RCEA Program was proposed as a pilot program, it was possible that the RCEA program
might not continue beyond the two years included in the program application. The Company

© indicated that, if the program was only approved as a two-year pilot program in Docket No. 03-0142, .
and was not subsequently extended, then the Company would return the program cost of the RCEA .
Program included in base rates to residential customers during the time that the program was not in.
service through a temporary rate decrease created specifically for that purpose. HECO T-10 at 51

58
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December 1, 2004, and HECO ﬁled its reply on December 28, 2004. Following oral,arguments
on Febrdary 2, 2005, the Commission issued final Decision end'Order No. 21756 “D&O
21756f’) on April 20, 2005, which denied the application (as revised on October 7, 2004),
without prejudice, citing concerns raised by the Consumer Advocate.”
In D&O 21756, the Commission noted that: (1) it “understands HECO’s need and desire
to educate its residential customers aboﬁt energy matters, including conser_vaﬁon,” and (2) “[aln
educational program, such as ﬁhe RCEA Pilot Program may Ee better suited as one component of _
a portfolio of DSM measures, which may be ‘eonsid‘ered in other proceedings before the
Commission, if HECO so chooses.” D&O 21756 at 9-11.%
| When the Commission issued D&O 21756, HECO proposed in its rate case to ‘implement
a customer awarenese campaign in lieu of the RCEA Pr'o.gram. Because there was a critical need
to encourage residential eustomers to adopt cost-effective conservation praetices, and in view of
the Commission and the Consumer Advocate having indicated fheir understanding of HECO’s

| desire to address this need, HECO added $750,000 to its test year general advertising budget in -

order to enhance the Company’s ability to educate and inform its customers about ways that they

. can save energy and reduce their peak demands.®”" While the level of funding requested in the

% Although the Consurher Advocate opposed the application' for the RCEA Pilot Program, the

Commission noted in its D&O that the “Consumer Advocate makes clear that it does not dispute
HECO’s concern regarding its long-term ability to meet the growing energy demands of the -
residential customer class during the evening peak.” D&O 21756 at 9.

The Commission stated that:

The commission understands HECO’s need and desire to educate its residential customers
about energy matters, including conservation. ‘We further recognize that educating residential
customers to encourage energy conservations and make them aware of (1) measures that can
be taken during the crucial 5:00 p.m. to 9:00 p.m. priority peak period; and (2) their impact
on the need for future electrical generation may provide some relief to HECO in reducin%
pee.lg llqads, which ultimately will assist HECO in maintaining its generating system reliability
guideline.

D&O 21756 at 9-10.

In order to fund the campaign, HECO increased the test year non-labor Informational Advertising
expense by $750,000. HECO RT-10 at 10; HECO-R-1001; response to CA-IR-533.b.
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rate caf'e would not allow a campaign as aggressive as was proposed in fhe proposed pilot RCEA
program, it still would provide a greater opportunity for the messages to take root ;han what was
originally budgeted for the 2005 test year. Response to CA-RIR-69.d.

HECO wbrked diligently to deveiop its awafeness campaign proposal once it received
D&O 21756 on April 20, 2005, and HECO prm‘/ided details of the proposal as soon as théy were
available.®> The need for such an awareness campaign was supported by the findings of focus -
groups cohducted in 2004 fo test puBiic reaction to messages about power System emergencies,
such as a generation shortage. As documented in the Executive ngmary of the report, Ward
Research reported that:

(1) “It was clear that many of the participants do not understand the ‘peak’ load concept,
- which leads to some misunderstanding of the EAM (emergency alert messages).”

(2) “It was also clear that the masses will need some urgency in order to motivate a
change in behaviors, particularly change that may result in somewhat less comfort or
convenience.”
(3) “High users admitted that their comfort and convenience are important to them and,
having adjusted to their monthly bill, they were unlikely to change. Many of the
Medium/Low users thought that they were already domg everythlng they can to conserve,
such that addltlonal conservation would be unlikely.”

The researchers concluded: “We believe that HECO must bUild an ongoing, méss media

foundation, such that this meésage of urgency has context.”

Energy savings can only be realized through actions of customers. The customers decide

when to turn off the lights, use a fan instead of an air conditioner, or purchase a solar water

62 HECO raised and fully discussed the issue in its response to CA-IR-533 that was served on the

Consumer Advocate and the DOD on June 8, 2005. The need for increasing the Informational
Advertising expense was discussed again in the rebuttal testimony of HECO witness Alan Hee.
HECO RT-10 at 10-12 and 21-23. HECO’s response to DOD-RIR-56 shows the advertisements.
Copies of radio scripts for ads produced as of August were provided in HECO’s response to DOD-
RIR-54. ADVD of the two TV spots produced as of August (“Groove” and “Cool Tips™) also was
included in HECO’s response to the DOD RIR. HECO’s responses to other information requests,
such as CA-RIR-61, 62, 64, 65 and 69, and DOD-RIR-54, provided additional details.
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heater. Thus, communication with customers is an importanti aspect of a sucaessful conseryatiqn
and energy efficiency éffort. |
HECO developed plans for a three-layered conservation and energy efficiency message.
The first message revolved around the importance of usiﬁg energy wisely at Vall times; the second
would emphasize that »it makes special sense to reduce energy use at peak times; and the third
would create a basis for dramatically cﬁtting the use of eiectricity during an amergency. The
additional advertising amount was needed for HECO to expand and enhance its efforts to educate _
customers about the need to conserve at thesé.threev levels. Additional messages would be
developed and produced, and HECO would procure an expanded presence in print and broadéast
med'ia. HECO RT-10 at 10. Participation in HECO’s DSM Programs (prograins that ‘these‘
messages will refer to by name) would be identified as one of the actions HECO’s newly energy—
aware customers can take to implement energy efficiency’.63 |
HECO began the initial phase of this campaign by prodﬁcing TV and radio spots that
-reminded customers of the importance bf conservation and some of the simple steps cuatomers »
could take to help conserve at all times. The initial media components of this campaign began
. airing in Oatober 2004, and focused on the first level of the message regarding general energy
Coaservation and efficiency awareness.* The Company’s objective was to build upon those
initial efforts by increasing the media budget to ensure the messages are rainforced and to build

upon the initial general energy conservation spots with more specific messages focusing on the

63 The details of the communications plan in the form of an Integrated Campaign Presentation

Powerpoint ‘were provided in response to CA-IR-533 at 10-22. While participation in HECO’s
DSM Programs would be identified as one of several actions that customers can take to save energy,
the details about the DSM programs would continue to be provided under HECO’s separate DSM
program advertising budgets. Response to CA-IR-533.b at 5-6.

The initial media components of this campaign that began airing in October 2004 focused on the first
level of messaging regarding general energy conservatlon and efficiency awareness. See HECO’s
responses to CA-RIR-65; DOD-RIR-54.
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need t(Z" reiiuee energy use at peak times and during system emergencies.

In conjunction with its integrated advertising campaign, HECO also planned to work with
the EPA to promote Energy Star as a residential zind co.mmercial solution for energy efficiency.
For the residen}tikal market, HECO .would. develop educational adyertisement and point of sale |
collateral materials. HECO would explore partiierships with appliance retailers and distributors. |
Commercial efforts would focus on design assistance and educational workshops and seminars
for operaiions and facility .managers.k In addition, HECO would uildertake a complete redesign
and consolidation of the conservation and energy efficiency sectiqns of HECO’s website. |
Response to CA-IR-533.b at 6-7.

| According to the EPA Report, filed July 26, 2006, the RCEA Program “is similar to other-
awareiiess and> educational approaches in the U.S. Tlie underlying and reasonable essumptioii is
that this awareness building better sustains knowledge, recognition, and acceptance of high
efficiency purchasing choices .and end use behaviors.” EPA Report at 22.

The NAP identifies investing in education, training, and outreach as a “i)esi practice” in
the design and delivery of energy efficien'cy.programs, NAP at 6-10. “Educatien, outreach, and
training should be provided to trade allies as well as customers. Some progi‘anis ére '
informational only programsf’ NAP at 6-35. This recommendation is made by the NAP despite
‘the recognition that “Capiuring t_he energy impacte of energy education programs has provento -
be a challenge for evaluatore for various reasons. [E]ducation and training efforts are not always
designed to achieve direct Benefits. They ére often designed to inform participénts or inarket

- actors of program opportunities, simply to familiarize them with energy efficiericy options. Most
evaluatioﬁs of energy education and training initiatives have focused on process issues.” NAP at

6-49 to 6-50.
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In this proceeding, HECO has requested that, if the additional funds HECO proposed to
spend for informational advertising in HECO’s 2005 test year rate case are not considered in that

case, the Commission approve the recovery of costs related to the RCEA Program in this docket.

HECO FSOP at 80.

D. PROGRAM MODIFICATIONS

1. RDLC And CIDLC Programs

HECO filed applications requesting approval of: (1) a Residential Direct Load Control
(“RDLC”) Program, on June 6, 2003 in Docket No 03-0166, and (2) a C&I Direct Load Control
(“CIDLC”) Program, on December 11, 2003 in Docket No. 03-0415. The Commission approved
(1) the RDLC Program, as modified by a stipulated agreement between HECO and the
Consumer Advocate (filed June 30, 2004), by Decision and Order No. 21415 issued October 14,
2004, and (2) the CIDLC Program, as modified by a stipulated agreement (filed July 15, 2004),
by Decision and Order No. 21421 issued October 19, 2004.

By Decision and Order No. 21725 filed Apnl 8, 2005, the Comm1s31on approved
| HECO’s request to modify the eligibility criteria for its RDLC Program to include residential

~customers that are master metered, es a pilot program, provided that HECO requires its master
. metered customers participating in the RDLC Program to notify all persons' who may have their
water heaters disconnected of the potential for such an event to occur. .
On April 8, 2005 , the Commission approved HECO’s latest version of its CIDLC |
| Program Contract, as amended to correct for certain minor omissions. Decision and Order No.
21726 (April 8, 2005), Docket No. 03-0415.
| On March 30, 2006, HECO requesfed approval to increase the 2006 equipment budget

for the CIDLC program by $148,000 to reflect projected expenditures for the year. Additionally,
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on Apr/i’l 1'0, 2006, HECO requgsted approval to modify the liability an(i indemnification
provision in the CIDLC Program Contract. The requests were approVéd by Decision and Order
No. 22587, issued June 30, 20Q6, in Docket No. 03-0415.
By letter déted March 30, 2006, HECO requested Commission approval to increase the |

2006 budget for the RDLC Program .by $404,550, from $3,265,410 to $3,669,960, to respond to
aﬁ increase in Outside Services-Equipment Installation cost. The increase was necessary for
HECO’s éubcontractor to révise its ihstallation plan to comply with the opihion pf The Board of
Electricians and Plumbers that the installation of the residential load control switches had té be
done by a licensed journeyman electriciah. This increase in the.budget Will provide funding to

| allow HECO to continue to acquire controllable peak load through the RDLC Program in 2006.
The Cémmission aPProved the requested increase by'.Decision and Order No. 2296‘1, issued |
October 19, 2006 in Docket No. 03-0166.

- At the panel hearings, HECO stated that it intends to file proposed modifications to its
load management programs by the end of the year. Tr. (8/29) at 314 (Hee). Aé haé been
indicated in other filings, HECO intends to add a residential air Conditioning load control

component to its RDL.C Program, and intends to offer expanded options, inéluding_Voluntary
Load Control and Small Direct Load Control program componentés, in its CIDLC Pr;)gra.m.65
For the first year, ihe peak load reduction goal set for the enhanced CIDLC Program is
3.0 MW. The CIDLC Program is expected to reduce HECO’s demand by an estimated 26 MW
by 2010. See revised Exhibit 7. Since thié is strictly a load-reducing program,HECO assumes

- that there are no associated energy savings.

% These elements will tap markets that typically do not participate in DLC programs. The prior -
program design only anticipated having large commercial and industrial participants. See revised

Exhibit 8.
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| The first year cost estimate for the enhanced CIDLC Program is $1,699,911.‘ F_Of this
amount, vapproximately‘ $230,000 is for incentives. The reméining $1.5 million is budgeted for
direct labor and outside services for program implementation, equipment and installation,
advertising, and other services and expenses associated With the delivery of the program to
customers. See revised Exhibit 7. - |

The first year peak load redUctidn estimate for the enhéﬁCed RDLC P£ogram is 6.1 MW.

The RDLC Program is expect@d to reduce HECO’S system (iemand by an estimated 14.7 MW by .
2010. See revised Exhibit 10. Since this is st:ictly a load reducing program, HECO assumes 10
assdciated energy savings. |
| The first year cost estimate for the enhanced RDLC Program is $3,704,906. Of this-
amount, $375,773 is for incentives. The remainder of api)roximately $3.3 million is for direct
labor and outside service;s for program implementation, advertising, and other services and

expenses associated with the delivery of the program to customers. See revised Exhibit 7.

- 2. Load Management Marketing

With respect to the marketing of the RDLC and CIDLC ProgramS, HECO proposed to
. incréas¢ itsv estimate of RDLC adverﬁsing expenses in its 2005 test year rate case by $250,000 to
; reﬂegt a full year direct mail campaign, telemarketing, and the addition of é customer recognition
campaign to retain prcviéusly enrolled customers, and to add an.advertisiﬁg component
(increasing test year fate case expenses by $50,000) to the CIDLC budget included in base fates.
The reasons for theb additional marketing expenses of $250,000 for the RDLC Program
and $50,000 for the CIDLC Program are addressed in HECO’s M&E Report filed December 2,

2005, and were addressed in the response to CA-IR-533.b, and in HECO RT-10 (pages 5-9)..
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| E. SWAC PROPOSAL

1. introduction
On the second day of the hearings, HREA submitted a proposed hearing exhibit,
HREA Hearing Exhibit 1, which provided a “Brief History of Deep Water Cooling”. Tr. (8/29)
at 251-53. During the course of the hearing, HREA indicated that it wanted fo prépose a
$500/ton offset customer incentive for SWAC systems, and that.it might be ﬁart of the CICR
Program or CIEE Program. Tr. (8/29) at 337; 3309, 340, 425 ‘(B ollmeier, Rezachek).
On the fourth day of tﬁe hearings, HREA submitted a second proposed hearing exhibit,
HREA Exhibit 2, “HREA Proposal for Inciusion of Seawater Air Conditioned District Cooling
Systems on HECQ’s CICR Programs.” Tr. (8/31) at 1008-1010. Under HREA’s prvoposal;
HECO would providé a $500 pér ton offset incentive payment (in the form of a prescriptive
rebate), with a cap of $500,000 per customer, in HECO’s CICR Program, té customers who
install a Seawater Air Cénditioning ("SWAC") system that would displace existing electric
pbwered air conditioning equipment. HREA's proposal is 'inténded to help Honolulu Séawater ,
.‘Air Conditioning, LLC (“Honolulu SWAC”) fund the construction of 25,000 ton central SWAC-
“based chiller plants that would produce, distribupe, and sell chilled water to nearby buildings.
The Commission admitted into the record HREA Hearing Exhibit 2; and approved an
addendum to the procedural schedule for the parties to submit informatioﬁ requests (“IRs”) to
HREA regarding the hearing exhibit, HREA to respond to the IRs, and the other parties to Subr’nit
* position statements on the hearing exhibit:
On September 8, various parties, including HECO, the Consumer Advocate and LOL,
subniitted IRs to HREA concerning its SWAC proposal. HECO and .the Consumer Advocate

requested information regarding (1) the SWAC technology, (2) the degree to which SWAC
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develo/;ieré are ready to deploy a fully-engineered, economically-viable fechnology in Hawaii’s
energy market, and (3) the cost-effectiveness of the technology in Hawaii. This information was
intended to help answer whether and to what degree customer incentive payments (i.e., in thc
form of rebates, or otherwise) may be appropriate and/or neéessary.

As a result of a one week enlargement of time, HREA submitted IR responses on
September 22, 2006 (but objected to providing confidential information without a protective
order), and includéd a Preliminary Statement in which it claimed that SWAC systems should be
included in the CIEE Program, which would provide prescriptive _rebates of $500/ton. HREA
submitted an Errata Sheet on September 29, 2006. On October 6, 2006, HREA filed a
“Supplemental Position Statement” in which it proposed (1) a $500/ton rebate for SWAC
systerﬁs, and (2) a $500,000 per customer rebate limit. On October 10, 2006, HREA submittéd
certain confidential information in response to the information requests pursuant to Protective
QOrder No. 22929 (October 6, 2006).

HECO, the Consumer Advocate and HSEA filed Statements of Positioﬁ or Comments on
October 6, 2006. See HECO’s SWAC Statefnent of Position (“HECO SWAC SOP”) filed

‘ October 6, 2006.

2. HREA’s Proposal

The first of Honolulu SWAC’s proposed systems would deliver chilled water from a -
centralized district cooling plant to downtown buildings, eliminating the buildings’ need to use
its existing air conditioning compressors and cooling téwers. (It is not clear whether a building
would retain these facilities for use as back-up.) The chilled water is a result of cold seawater
that is pumped from the bottom ,Of the sea (i.e., at a depth of 1,600 to 3,000 feet in Hawaii) and is

passed through a heat exchanger (and in some cases, is chilled to a lower temperature through
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the use of conventional electrically operated air condltlomng compressors)

HREA is requestmg that (1) prescrrpuve rebates equal to $500/ton replaced at the
building to be paid to customers who hook up to the SWAC system; and (2) the annual
maximum rebate amount to per customer be increased to $500,000 from the current$250,000 per '
customer. The proposed $500/ton prescriptive rebate would be greater than the rebate that would
be generally available through the CICR Program. Prelirrlinary analysis by ﬁECO indicated that
the per ton rebate available through the CICR Program would be between approximateiy
$150/ton and $230/ton. HECO SWAC SOP at 2-3. The total rebate for one system could be as |
rnueh as $12.5 million. Tr. (8/29) at 343 (Rezachek). 4
‘ In Hearing Exhibit 2, HREA requested that rebates be paid from HECO’s CICR Program.
On page 3 of Hearing‘ Exhibit 2, HREA maintained: “(Njotwirhstanding the fact that HECO |
currently provides a variety of rebates to a variety of technologies in its other programs, HREA
understands that inclusion of SWAC in the CICR would be nrore appropriate than any of rhe '
other CI-DSMs.” However, in HREA’s response to HECO’s IRs, filed on September 22, 2006, -

HREA recommended that the rebates be paid from HECO’s CIEE Program rather than from

-HECO’s CICR Program. See HREA response to post-hearing IRs, filed September 22,2006 at

As stated in Section 13.2.2 of HECO’s IRP-3 report, SWAC is considered to be a renewable
energy technology that is emerging as a possible energy option for reducing the electricity
requirement for air conditioning for commercial customers. Like othér emerging technologies it is
difficult to assess the timing of the commercial viability of the technology in a specific location.
While HECO welcomes the development and installation of SWAC systems in Hawail, at the time
the DSM measure screening analysis was being conducted in the IRP-3 planning process there was
substantial uncertainty as to when it would be installed and the date commercial operations would
commence. Response to HREA/HECO-IR-7; see response to HREA/HECO-IR-5.

HECO’s MAP analysis did not include SWAC district cooling systems. However, the analysis
-did include the potential for more efficient chilled water and ventilation systems for office buildings
- and hotels. Thus, the potential for energy savings in the facilities that would be targeted by the -
SWAC district cooling system has in part already been accounted for in the MAP analysis. HECO
- does not intend to update its MAP analysis at this time, but recognizes that a SWAC district cooling
system, if realized, represents additional energy and demand savings potential because of the hlgher
efficiency afforded by those technologres Response to HREA/HECO-IR-3.
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8-9. H}{EA contended: “(B)ased upon a comparative analysis of these t@o existing commercial
and ‘industrial DSM programs, however, SWAC is more appropriately placed in th¢ Commercial
and Industrial Energy Efficiency (“CIEE”) Program. ﬁREA is not requesting that a speciai ,
program be creatéd for SWAC, only that SWAC be placed in a program that will provide the
appropriate level and type of rebate for this technolégy.”

HREA further contended in Hearing Exhibit 2 that 25,000 tons of SWAC would reduce
HECO’s daytime system démand by .16 MW.

As discussed in HECO’s SWAC Statement of Position (“HECO SWAC SOP”) file(i
October 6, 2006, the Commission should: (1) not adopt HREA’s requestb to establish a
prescriptive $500/ton rebate for seawater air conditioning district cooling systems in this
proceéding, and (2‘) allow HECO to provide- rebates for seawater air conditioning district cooiing
systems through its CICR Program in accordance with the provisions that govern that program.
HECO SWAC SOP at 11.

3. - HECO’s Position

a. Rebate Under The CICR Program

HECO supports HREAs efforts to establish a SWAC system on Oahu. In fact, HECO
has offered its headquarters building-located at 900 Richards Streét as a potential site for the

system.®” HECO also agrees with HREA that sea water air-conditioning, if shown to be cost -

& The SWAC project has the potential to provided significant levels of renewable energy on Oahu

to help meet the State’s RPS, but there still are uncertainties regarding the project.

For example, the timeframe in which the energy savings can reasonably be expected are uncertain
at this time, in part because information regarding SWAC’s schedule (including the time required to
sign up customers and to obtain bond financing, do environmental reviews, obtain needed permits,
order equipment for and install the SWAC plant and distribution system) has not been provided. See
Tr.-(8/29) at 497-99. 'HREA did not provide such information in its initial IR responses on the:
grounds that the information was confidential, and did not include any further information regarding
the schedule in its confidential responses. ‘
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effectiyle, éhéuld be eligib1¢ fot DSM program rebates. The rebate shouid be covered under
' HECO’s CICR Program. HECO SWAC SOP at 4.

The CICR Program was designed to encompass the installation of energy efficient 1 j
equipment not specifically identified in any of the dther prescripti_ve DSM programs. These
include DSM measures that are not Widely available in the market and where HECO does not
héve previous experience documenting the measure savings. As discussed in HECO T-11
(Wikler), .Docket No. 04-0113, on page 32, “(t)his program was dévelopeg_i'to address the large
number of DSM measures that are available, which, due to the limited potential size of the |
market for these measures or to the site-specific savings resulting from tﬁeir installation, do not
lend themselves to a preScriptive rebate program design. These measures include the redesign of
air coﬁditionin‘g systems and the installatioﬁ of contrdls on various energy using sy;stems.” Mr.
Wikler further noted (HECO T-11 at 33) that “(t)he CICR Program applications typically require
pre-monitoring of a facility pri.or to the installation of the energy efficiency measure, ahd post-
monitoring after the device has been installed and is operational”. o

The CICR Program also has provisions that require an independent third party review the ‘

~proposed project if the rebate is projected to be greater than $25,000. This prox?isio_n enhances
the Vaiidity of impact results from more complicated projects. HECO SWAC SOP ét 5.

In HREA’s respoﬁse to HECO’s IRs, HREA recommended that the rebate be paid from

HECO’s CIEE Program rather than from HEbO’s CICR Program. HREA maintained that “the
CIEE program is more appfopriate for SWAC than the CICR Program be‘cau‘se‘there is .already a

High Efficiency Cooling (“HE Cooling”) component to the CIEE program.v This HE Cooling - -

It also is uncertain as to what levels of DSM support above the current CICR Program level rhay
be necessary or appropriate (given the forms of support, such as tax incentives and special purpose
revenue bonds) available to SWAC. See Tr. (8/29) at 483-494; HECO SWAC SOP at 10-11.
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- component already deals with more efficient chillers in commercial and industrial applicatipns.”
HREA response to post-hearing IRs, filed September 22, 2006 at 8-9.

However, in HECO’s CIEE Program, rebates for high efficiency chillers are based on
how much a chiller exceeds an efficiency benchmark. For example, super efficient chillers get a
higher rebate per ton than chillers that just meet the efficiency benchmark. Generally, the
rebates range between $20/ton and $5 S/ton andiare significantly less than wﬂat HREA is
requesting. HECO SWAC SOP at 9. |

b. Rebate Level

HREA contended in Hearing Exhibit 2 that the rebate level in the CICR program should
be adjusted because, among other reasons: (1) the price of oil and the cost of electricity havé
substantially increased since the CICR formula was developed; (2) the rebate is more than 10
years old and has not been adjusted to reflect the higher net present value of avoided demand and
energy; (3) based on a comparative analysis of current customer energy and demand
fequirements for conventional air conditioning and the savings achieved through SWAC, the
| estimated rebate under the CICR program for SWAC would be in the range of $200 - $250/ton;

~and (4) the‘current rebate is less than the equivalent rebate provided for solar water heaﬁng
 systems. See HREA Hearing Exhibit 2 at 2.

The appropriate rebate level is not base_:d on the price of oil or the éost of electricity,

without consideration of other factors. In fact, higher electricity prices should make energy
~ efficiency measures more cost-effective for participants, which can reduce the need for utility
rebates. In DSM program design, one of the key considerations utilized to set customer rebate
level.s is to set them at levels that are neceés ary to motivate customers to adopt cost-effective

DSM measures (i.e., move the market) and not necessarily on the basis of participant costs or on
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the basfs of avoided capacity value. The $0.05/kwh and $125/kw'rebaté levels in the CICR
Program have resulted in excellent customer response. In five> out of the last S1X years, HECO’SV
CICR Program has exceeded its program budgets for cﬁstomer rebates. Therefore, the level of
customer respoﬁse in this case should be an indication that the existing rebate levels are more
than sufficient to support program pa.lrticipation.and that there is no basis for selecting different
rébate levels. HECO SWAC SOP at 6; responses to HREA/HECO-IR-3 and -8.

Rétepayer funded DSM progréms need to strike a balance between 'offering customer
rebates to motivate customers to install energy efficient measures »and/or adopt new technol'o gies
versus overpaying rebates and/or providing rebates to customers who woﬁld have installed the
energy efficiency measure even without a utility DSM program. ’If HECO were to increase its
CICR .Program rebate level, ratepayers could end up paying more than is necessary to custoﬁers
who are already being sufficiently encouraged to install DSM measures under the current rebate
levels. HECO SWAC SOP at 6; response to HREA/HECO-TR 8.

Under the provisions of the CICR Prograﬁm, HECO would pay rebates té cﬁstOmers who |
connect to the SWAC system a rebate baséd_on $125 per kW reduced, plus $0.05 per kWh for
the projected annualized energy savings. Expression of the rebate in terms of $/ton_ of cooling
eases the understanding of the monetary value of the customer reﬁate, but is depéndént on the
efficiency of the full SWAC syst_em[ Information provided by HREA in response to HECO’S .
IRs was not sufficient to pefform a complete’ analysis of the efficiency of the proposed SWAC
plant. Therefore, a precise éonversidn of t.he. CICR Program customer reBates into a $/£on :

: e_:stiméte could ﬁot be made. However, HECO’s preliminary analysis indicates that the rebate - ‘
would Be Between approxifnately $150/ton and $230/ton. HECO SWAC SOP at 7.

If additional information is provided by HREA that indicates the level of rebate is -
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inadequate to move the market (e.g., if HECO found that the SWAC project returns were .
marginal at the current ievels of CICR Program customer rebates), HECO would conduct
additional analysis to evaluate if a highe_ir rebate may be warranted and would then seek
Commission approval for a rebate level for the SWAC technology greater thgn the CICR
Program rebate for othker customized energy efficienéy measures. HECO SWAC SOP at 7-8.
In addition, rebates could still bé considered for SWAC even if it did ﬁot pass the TRC
test. (For example the REWH Program design and customer rebates for solar water heéting take
into consideration the equity of offering subs'tantiallopportunities to residential customers to
participate in DSM programs. The Commission may choose to consider other potential benefits
of the SWAC systems.) However, before either of ﬁese options could be considered, -HEC‘O
would need more information regarding the project econbmics from the perspective of SWAC
customers to ensure that the additional rebate is necessary to move the mérket and not just
adding to the profits earned by the project. HECO SWAC SOP at 7-8.
| HREA’s contention that the CICR Program rebate is not as high as HECO’s reb.;flte for
solar water heating systems, in terms of peak capacity reductions, is correct. However, solar
- water heating systems are currently one of the few major energy conservation measures of which
- residential customers can take advantage. Water heating in Hawaii is the éﬁd use that uses the
most electricity in homes that do not have air-conditioning. In contrast, cémmercial and
industrial customers have many alternative cost-effective technologies available to them toA effect
' enérgy efficiency. Thus, for customer equity and consistency with HEL.CO and MECO reasons,
and Becéuse the federal residential solar water heating tax credit ¢xpires at the end of 2007
(unless extended by Congress), HECO haé proposed to increase the reéidential solar water

heating rebate to $1000 from $750. HECO’s FSOP at 44-45; HECO SWAC SOP at 8. HREA
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suppoxfs tﬁaf proposal. See Tr. (8/29) at 499 (Rezachek).

At the Energy Efficiency Docket hearings, HREA indicated that the purpose of its
proposed $500/ton rebate is to offset interconnecfion césts, thereby increasing the likelihood that
customers will cbnﬁect to the SWAC sysfem. Tr. (8/29) at 487, 490, 492-93 (Rezachek).
However, in HREA’s oral testimOny‘ presented ét the panel hearings, Dr. Rezachek, when
questioned about the rebate per ton, stated “[a]s I said, our estimated cost of interconnection is
about $300.” Tr. (‘8/29) at 487. Therjefore, it is not clear, either in the documenﬁs provided by
HREA or in their panel hearing festimony, why the rebate requestAshould not be $300/ton réther
than the $500/ton requested by HREA if the proposed rebate is based on fhe customer’s
interconnection cost. HECO SWAC SOP at 8-9.%®

C. Other Contentions A

In its Hearing Exhibit 2 (page 1), HREA contended that: “(E)ach 25,000 ton SWAC
system helps HECO avoid up t0 16 megawatts of additional demand of electricity production.”
However, this may be correct at the tifne of the aggregate cuétomer demand peék, But it is not
correct for HECO’s system peak demand. The customers’ peak demand occurs during the day,

| while HECO’s annual aemand peak occurs in the evening, dliring the period betWegan 5:00 pm
"ar‘ld 9:00 pm. Thus, HECO estimates that the SWAC system (assilming it reduced the ’daytime
peak by 16 MW, as SWAC estimated) would reduce HECO’s peak demand by approximately 8§ -
MW. In the absence of the SWAC system, it is likely that some of this 8 MW would still be
achiev’ed as customers replabe aging equipment and coﬁvert to more effickienrt eQuipmeﬁt in order

_ to receive the rebates through HECO’s othér DSM programs. HECO SWAC SOP at 9-10.

%8 It also was not demonstrated why Honolulu SWAC should not use another mechanism to overcome a

customer’s upfront cost “barrier”. Tr. (8/29) at 494-97. .
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F. ELECTROFLOW TECHNOLOGY

There was no proposal submitted in this proceeding regarding ** Electroflow
Technology”. Nonetheless, after the hearings LOL submitted an information request (as part of
the process for submitting IRs regarding SWAC systems) to HREA asking it to “elaborate on
Electroflow.” HREA responded on September 22, 2006.

Since L.OL’s request and HREA’s response were not properly submitted, HECO will
only briefly comment on HREA’s submission.

In its submission, HREA quoted from the ElectroFlow web-site:

ElectroFlow is an internationally renowned state of the art energy savings and power .
conditioning system, with proven performance and satisfied customers in 105
countries worldwide. ElectroFlow is the only integrated modular system in the world
specifically customer-engineered to effectively and economically optimize power
quality with guaranteed electric savings of up to 34%, and nominal payback of less
than two years, without any disruption to equipment or machinery. ElectroFlow is
versatile and is available in different sizes based on a facility’s requirements.

ElectroFlow’s multistage system is triple protected, with each stage
independently monitored, protected, and activated, resulting in simultaneous
addressing of multiple problems and functions. This eliminates the need to purchase
a number of different devices to correct each anomaly.

HREA further contends that ElectroFlow technology could be applied on the customer-
_side of up to 400 MW in five years resulting in 25 MW to 40 MW of reduced demand on

- HECO’s electrical system. In addition, HREA claims that ElectroFlow teéhnology could free up

to 20% of the kVa capacity in transformers and switchgear resulting in 2% to 5% additional

capacity on the system.

HECO supports efforts to find additional technologies that save energy. HECO also
agreés that ElectroFlow technology, if shown to be cost effective, should be eligible for DSM

program rebates. In fact HECO has looked at the ElectroFlow technology here in Hawaii and

may pay rebates for this technology under the CICR Progfam.
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/T he CICR Program was designed to encompass the installation ef energy efficient
' equipment not specifically ideﬁtiﬁed in any of the other prescriptive DSM programs. These
include DSM measures that are not widely available in Ithe market and where HECO does hot_
have previous e)tperience documenting the measure savings. T his program was developed to
address the large number of DSM measures that are available, which, due to the limited ﬁotential '
stze of the market for these measures or to the site-specific savings resulting from their
installatien, do not lend themselves te a prescriptive rebate progratn desig‘n'. These measures
include the redesign of air conditioning systems and the installatiqn of controls on various energy .
using systems. The CICR Program applications typically require pre—mohitoring of a facility
| prior to the installation of the energy efficiency measure, and post—monitoring after the device
has been installed and is operational. HECO T-11 at 3233, |

The CICR Program also has provisions that require an independent third-party review of
the proposed projects if the r‘eBate is projected to be greater than $25,000. This provision :
enhances the validity of impact results from the more complicated projects. o

ElectroFlow and other technologies qf similar design achieve electrical savings by
~conditioning the power within a facility. This includes voltage improvement and stabilization,
three phase balancing, surge and transient suppression, harmonics’ filtering, power favctor-'
‘improvement and kVa capacity impfovement. As such, the savings from these types of -
technologies are extremely bcvleper‘ldent on the‘condition of the power at a given facility. A facility
with very poor power condi‘tions will achieve greater savings than a facility with a gooti internal
distribution system and better power conditio_ns. Also, the types of loads that exist at a facility :
will have e big influence ot/er the electrical savings. For example, a facility with a lot of

inductive loads like electric motors will theoretically have greater savings from the kVa capacity
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- improvements than facility with predominately résistive loadé. ElectroFlow’s own marketmg
materialAincludes a tabie of paybacks based on various perfo_fmance levels. See Exhibit A of
HREA’s Requnse to Post-Hearing Information Requests from Life of the Land on ElectroFlow
Technology, file September 22, 2006, at 1.

Undér the provisions of the CICR Program, HECO would pay rebates to customers who
install an ElectroFlow system a rebate Based on $125 per kW réduced; plus $0.05 per kWh for

the projected annualized energy savings.

G. RELATIONSHIP BETWEEN THIS DOCKET AND HECO’S IRP-3
PROCEEDING

At the panel hearings, the Commission asked for recommendations from thé parties
concerning the relationshipv between this docket and HECO’s IRP-3 proceeding. See Tr. (9/1) at
1028 (Hempling). The impact to the IRP plan propoéed in HECO’s IRP-3 docket would depend
upon the decision in this docket as to the DSM programs proposed by HECO. The DSM

' programs préposed by HECO in this docket are consistent with the DSM programs included in |
HECO’s preferred IRP Plan submifted in HECO’s IRP—S docket. Tr. (9) 1) at 1029 (Hashiro).y
It ’;he DSM} programs proposed in this docket are‘approved, then there would‘ndt be an
- impact to the preferred IRP Plan that was submitted. However, if there were changes to the
DSM programs proposed, then HECO’s preferred IRP Plan wouid have to b¢ updated and an
| evaluation performed to review the ifnpacts of those changes to the DSM programs. See Tr.
(9/1) at 1029-30 (Hashiro).

IV. DSM MARKET STRUCTURE ,

The second Statewide Energy Policy Issue is: What market structure(s) is the most
appropriate for providing these or other DSM progfamé (e.g., utility-only, utility in competition
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with non-utility providers, non-utility providers)?

A. INTRODUCTION

The issue of market structure revolves around the question of whether DSM programs are
more effective if administered by a utility or a non—uﬁlity program administrator. Program
administration consists not only of progrém implementation (i.e., the delivery of tﬁe energy’
efficiency measures to the customer), but also includes the desig;l, monitoring and evaluation,
and overall oversight of the program. HECO FSOP at 15.

This issue should also‘be resolved within the parameters set by Senate Bill 3185, S.D.2, -
H.D.2, C.D.1 (2006 Hawaii Legislature), \;vhich was signed into law by Governor Lingle oﬁ Jﬁne
2,2006. Certain provisions of the Act set requirements as to how the Commission is fo prdceed
should it decide that third—party administration of some or all of the DSM programs is
- appropriate. HECO FSOP at 15. | |

If the issue of mérket structure were to be resolved purély on the basis of the cost per unit
éf kilowatt-hour (“kwh”) savings, then the case could be made that HECO has adminisfered its
| programs in a very cost effective manner. For example, in comparison to the cost of 28 cents per
~annual kwh saved for Vermont’s third-party energy efficiency utility, Efficiency Vermqnt,
HECO has been able to achieve its savings at less than 24 cents®. HECOFSOP at 15; HECO

FSOP, Exhibit 4.” Therefore, contentions that broadly proclaim third-party administration will

% This cost includes the shareholder incentive, but excludes lost margins, which are not a direct cost of

the DSM programs, but are an indirect result of the implementation of energy efficiency DSM
. programs that result in a reduction in the contribution to fixed cost recovery of the utility.- HECO
FSOP at 15 n.7. :

* One of the conclusions to be drawn from HECO FSOP Exhibit 4 is that the use of a third-party .
administrator in Hawaii, similar to an entity such as Efficiency Vermont, is no guarantee that DSM
programs will be delivered more effectively than by HECO. Response to RMI/HECO-IR-7.
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be mor/é cost-effective than utility administration have not been demons'tratedﬂ. In fact, HECO’s
DSM program cost structure not only results in lower total program costs, but its ratio of
customer incentive payments to total program costs is higher than for Efficiency Vermon}t,‘
indicating that HECO’s program participants receive more “bang for the buck” in terms of an
incentive to install energy efficient measures relative to Efﬁciency Vermont. HECO FSOP at
15-16.

Another major poliéy issue is whether the apparently conﬂiéting financial motives of the
utilities (to increase revenues by increasing kilowatt-hour sales) are reconcilable with energy
efficiency program objectives of energy savings and demand reductions. These motives can be
reconéiled. The success of HECO’s own energy efficiency progfams supports its position that
utility.administration of energy efficiency DSM programs can be effective when the appropriate

compensation mechanisms are in place. HECO FSOP at 16.

B. THE COI\/IPANIES’ EXISTING ENERGY EFFICIENCY PROGRAMS

HECO, HELCO and MECO (the “Companies”) have been successful in théir energy
efficiency efforts under the existing market structure. From 1996 through 2005, the Companies’
energy efficiency progfams have reduced customers’ consumption of energy by 2.4 million
mwh’? and reduced peak demand by 66 MWs"?. The annual amoﬁnt of energy saved through
'HECO’s DSM programs has increased each year for the past three years, and HECO is nationally
recognized for installing the highest number of solar water heaters in the nation. The Companies

have been able to achieve these accomplishments in part because of utility compensation

7 Considering that the average life of these measures is 15 years, HECO’s cost of energy efficiency is

actually less than 2 cents/kwh (24 cents/kwh + 15 years) making energy efficiency less expensive
than any supply side option currently available in the State. HECO FSOP at 16 n.8.

Cumulative savings since program initiation. Gross generation level, including free-riders. HECO
FSOP at 16 n.9.

Gross generation level, net of (not including) free-riders. HECO FSOP at 17 n.10.

72

73

148



mechal/‘iisﬁls that are in place. HECO FSOP at 16-17.

The Companies have_been recognized by several different government_agencies for the
success of their solar water heating programs. As U.S. 'EPA Energy Star Program Partners‘ and
Home Certifiers, the Companiés have wdrked with the EPA to develop a Hawaii-specific proceés
to certify homes. As aresult, over 8,700 homes have Energy Star homes have received Energy
Sfar certification. In recognition for their contributions to energy efficieﬁt construction and
environméntal protection, the Compénies have received Energy Star for Homes Outstanding
Achievement awards over the past few years for sponsoring these Energy Star Homes. Thé
Companies also certified eight companies as Energy Star Home Builders. HECO FSOP at 17.

| In addition, the Companies have received recognition froﬁn the U.S. Department of
Energy’s (;‘DOE”) for registering the most solar water heating systems on homes in the Wesfem
Region U.S. Million Solar Roofs mitiative. HECO FSOP at 17.

- With respect to commercial and industrial customers, HECO has also supported the EPA
Energy Star program by sponsoring workshops in Hawaii to .promote and educéte éonsumers and
government customers on the use of EPA software tools that are used for commercial energy
efficiency implementaiion. There are 14 Energy Star office Buildings, gove‘rnm.erit.buildings,
and hotels in Hawaii which were participants in HECO DSM proérams. HECO 'FSOP at 17.

In addition to the above contributions to energy savings and demand reduction from
HECO’s energy efficiency programs, HECO"s load management brograms, which begah in
2005, have enrolled an addiﬁonal 6 MW'* of interruptii)le load in 2005. '.I‘hese‘loads can be

_ intemipted by the utility in anticipation of a short-term capacity shortfall, or can be interrupted s

automatically when system frequency drops to a predetermined set point as a result of an

™ Gross generation level, net of (not including) free-riders. HECO FSOP at 18 n.11.
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unexpex ted generation unit outage. The utility’s direct involvement in interrupting program
loads to reduce system demand and the need for the Company to plan for supply-side resources
to serve that load means that these load management programs (and any future demand reSponse

programs) should remain under utility administration. HECO FSOP at 18.

C. MARKET STRUCTURE ALTERNATIVES

The parties to the docket discussed four market structure altemattves in settlement
discussions:
1. Utility administration of all programs,
2. Non-utility administration of all provgrams,
3. Hybrid administration in which the utility would administer some programs, and a non- |
| utility other programs, with the detefminatiori made on the basis of a set of oriteria
applied to each program, and
4. Competitive bidding for a single statewide administrator (exclusive of KIUC) in which
the utility would be permitted to submit ?tbid for contsideration. HECO FSOP at 18.
HECO’s 2005 test year rate case testimony (Docket No. 04-0113) proposed utility
administration of all programs. However, as a result of discussions with the other parties, and
based on criteria HECO proposed to-use to determine the appropﬂate market struotufe to
administer DSM programs (i.e., utiljty Versus hori—utility), the Company acknowledged that in
situations in which the utility does not possess a clear advantage, at third-party administrator (1)
may provide the opportunity for more cost-effective DSM program delivéry.to certain tmde_r~
~served customer segments, and/or (2) may be a source of innovative delivery methods that could '
increase customer participétion due to its prior oxperience working with these customer

segments. Thus, HECO supports the development of a hybrid market structure. HECO FSOP at
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1. Hybrid Market Structure

The criteria HECO used to determine which proposed or new (as yet unidentified) DSM

programs should be administered by the utility, and which by a third-party, are listed and

described below. The list of criteria was developed based in part on a paper published by the

Regulatory Assistance Project in May 2003 (a copy of which was attached as Exhibit 5 to

HECO’s FSOP). HECO FSOP at 19

1. Differential Expertise: Hawaii-specific technical and market expertise. Knowledge of

DSM technologies, how technology applies to customer operations and their facilities,
regulatory processes and procedures. Organizational expertise (i.e., the infrastructure
already established to market, track, and report on the status of DSM programs). HECO

FSOP at 19.

. Depth and nature of customer relationship: The level of trust and credibility established,
personal relationships with and access to customers, and knowledge of the customer’s

decision-making process, operations, and facilities. HECO FSOP at 20.

. Cost of financing for programs funded with direct financing: Applicable for programs
relying on a direct funding source that is not ratepayer funded (not’avpplicable for

programs which may utilize third-party financing). HECO FSOP at 20.

. Cost structure to administer program: Qualitative factors, including historical costs and
program cost-effectiveness, which may lead to more cost effective administration of
programs. Lost margins (i.e., the recovery of fixed costs) are not considered a cost of the

programs, as the recovery of fixed costs is related to the overall operation of the utility

151



/i"ather than to the direct costs of administering and implementing the DSM programs.
'HECO FSOP at 20,

Economies of scale or scope: The level of incremental cost for programs. This refers to

whether or not the administrator’s scope is statewide versus. by utility or by island.

HECO FSOP at 20.

Tight linkage to system operations: The need to be directly involved in the activation of

load reduction measures to maintain system reliability. HECO FSOP at 20.

Efficiency loss in transition and continuity: The impact on trade allies whose businésses
and livelihoods depend on the current DSM programs. From the perspective of system
reliability, the need for immediate and effective resource écquisition that may be

| hindered by transition to third-party édminiétfation. HECO FSOP at 20.

Regulatory costs, ease of administration, and resource requirements: This includes

~ impact on the Consumer Advocate and Commission such as the amount of internal -
Consumer Advocate and Commission resources required, or the lack théreéf, to

7 implement DSM program administraﬁon. Includes Commission a‘dminis‘trative costs for

competitive précurement, fund disbursement, and oversight/enforcemeﬂt. Als‘o includes

the experience and ability of th¢ administrator to understaild the needs of thc‘regulators

and be able to respond effectively to their inquiries. HECO FSOP at 21. .

Potential overlap or conflicts between administration of programs: This refers to

marketing efforts where the ability of one administrator to offer customers a “one-stop
| shop”, or package/cluster of DSM program options may be more effective than several -
different administrators marketing single measures that require the customer to contact

different program administrators in order to deliver comprehensive solutions. Also, the
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potential for these Commission approved programs to target the same custorﬁ_er segment

that may lead to added programs costs due to duplicaﬁon of effort. HECO FSOP at 21.

HECO deyeloped a matrix that-evaluated the DSM programs and customer segments that
are included in its DSM program proposal in this docket against the above criteria. HECO FSOP
at 21; HECO FSOP, Exhibit 6. A copy of the matrixb is attached as an exhibit to this Openigig
Brief. The evaluation identified: | | |

1. Some programs and customer segmeﬁts as possibly being more effectively served under
third-party administration,

2. Others being more effective under utility administration,

3. Some programs or customer segments that would be, on balance, more effecti‘}ely sérved
under utility administration, and

4. One program (the Interim Energy Solutions for the Home Program) that should be

administered by the utility in the near term, but could transition to third-party

administration at a later time. HECO FSOP at 21-22.

o a. Third-Party Administration Of Some Programs

The Company proposed to have a third-party administrator for certain customerv segments
_ thét are difficult to reach. A third-party may or may not be better suited to reach these customer
segments. - However, the Company has found that these customer segmenfs are difficult to reach.
A third-party administrator may provide the opportunity for more cost-effective DSM progfam’

~ delivery to these under-served customer segments, and/or may be a source of iﬁnovative delivery
methods that could increése customer participation, due to the third-party’s prior experience
working-with these segments. Response to CA/HECO-IR-3; Tr. (8/36) at 519 (Hee).

The Companies proposed that the Commission would select third-party DSM
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admini/s'trétors through a competitive procurement process. The third-paﬁty administrators would
A report to the Commission. The funding for the third-party administrators could be ’collected
through the DSM surcharge and could be disbursed by -the utility directly to the third-par.ty" ,
administrator or on the directions of the Commissidn. This is similar to the process done in
California. Tr. (8/30) at 713 (Hee). ‘
Use of public benefits funds is not recommended. According to fhe July 2006 National -
Action Plén (“NAP™)", public benefits funds are vulnerable to raiding76, ahd funding levels are
disconnected from the resource planning portfolio of energy efficig_ncy and other resourcesﬁ.
This is particularly a concern if the resources are not sufficient for the utﬂities to achieve their
DSM program goals.
| HECO ‘con‘siders the following custémer segments likely to benefit from third—paxty |
administration because they are difficult to reach with DSM program options:
1." Residential low-—incomé customers typically unable to participate in DSM progfams
because they canmot afford the first cost necessary to install energy savings 'measures.
| Even with the Companies working w.ith governmental agencies already in direct contact -
with this customer segment, participation to-date has Been limited. Theée agencies
include Honolulu Conimunity Action Programs and Maui .Economic Opportﬁnity.
HECO FSOP at 22.
2. Programs (such as the Pay As You Save program) that wili benefit renters of individually
metered housing units, both singie family and low rise residential buildings. HECO

" FSOP at 22.

> EPA facilitated the NAP, along with the U.S. Department of Energy. A copy of the NAP was

- attached as Exhibit A to HECO’s Response to EPA Report.
% NAPat2-8.
77 NAP at2-8,3-19.
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3. Lew—rise multi- unit housing buildings (cendominiurﬁs and apartment buildiﬁgs) thet are
master metered. HECO FSOP at 22. |
4. Small commercial customers in Schedule G. HECO FSOP at 22.

- Also included among the programs that could be administered by a third—party are
residential Ehergy Star appliance marketing programe. While these programs are directed at the
general residential customer segment, Which isnota .particularly hard-to-reaeh customer segment
(in contrast to those identified above), HECQ does not possess any significant advantage over
other parties that may be interested in pursuihg fhis_new program. Administration of this
pro graﬂi by another party may also result in innovative marketing skills or approaches that cah
impr|ove upon the expected customer participation relative to a utility-administered pro grarﬁ.
HECO FSOP at 22-23.

The same reasoning could also be applied to the Interim Energy Solutions for the Home
(“ESH”) program approved by the Commission in Interim D&O No. 22420, although HECO has
(ieveloped a significant level of experience and expeftise through its efforts to date. The Interim
ESH program involves point-of-sale rebates for approximately 180,000 compact fluorescent

. lamps (“CFLS”) on an annual basis. HECO already has a significant level of experience with the
: loeavaFL' market via its pilot program implemented during the 4™ quarter. of 2005 and has begun
the implementation of the approved interim program by entering into diseussions with its
manufacturer, distribﬁtor, and retail trade allies. If this interim program is determined by tﬁe ‘
Commission to be most effective under third-party administration, HECO will transition this
progfam over to the third¥party administrator in the manner approved by the Commission.
HECO FSOP at 23. Placing the Residentiel Low Income and ESH Pre grams under a third-party

administrator would represent approkimately 20% of the Budget that California requires for its
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utilitie?l to. assign to third-party‘ administrators. .

Another program category that could be administered by a third party are those DSM
programs that install energy efficiency measures using ﬁon—ratepayer provided funds (e. g‘.,‘
charitable or government funding) that résults ina financing cost that is significantly lower thaﬁ

can be found in the market. Examples of such programs are as follows:

1. City & County of Honolulu Solar Roofs, Low-Income Solar Loan Program. In this
program, HECO entered into a partnership with the City & County of Honolulu to offer
installation loans at low interest rates to low- to moderate-income customers on Oahu by

working with the Rehabilitation Loan Branch of the Department of Community Services.

HECO FSOP at 24.

2. | Maui Sola: Roofs Initiative, Departrﬁent of 'El‘lergv. In September 2002, MECO forrﬁed a
partnership with the County of Maui to increase the use of renewable energy by
~ increasing the number bf solar water heating systems installed in residences. The county
provided a graﬁt of $250,000 to establish a revolving fund, administereci by MECO,
- offering zero-interest loans to qualified homeowners. An additional $300,000 has been
added to the base amount of the revolving fund since 2002. HECO FSOP at 24,

3. U.S. DOE Million Solar Roofs Initiative. Under the initiative, HECO received two

grants for a total of $75,000 to market the solar water heating.program with “Solar Fest”
‘events in the commu‘nity.' MECO alsé received three grants for a total of $150,000 to be
used for public eduéation on the béneﬁts of solar energy, to suppdrt the‘development of
financing strategies for solar installétions on non-profit facilities and to construct a

portable educational model home on energy efficiency. HECO FSOP at 24.
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4, United States Department of Agriculture (“USDA”) Rural Utilities Service Grant. In

May 2004, MECO received $1.1 million in USDA funds to make solar water heating
- more affordable. MECO has been using the funds for the installation of renewable

~energy solar water heating systems on the island of Molokai under its Solar for Molokai

Project. HECO FSOP at 25.

5. Big Island Solar Roofs Prograni. To increase participation in HELCO’s solar water
heating program, HELCO entered inté a partnership with the Hawaii Federal Credit
Union that features two low interest s.o'lar loan programs. The first offered 0% loans with
a five-year term to qualifying low income households. HELCO will pay the interest
portion of the loans. The second program provides loans at a nominal rate of 3% with a
five-year terrh. The obj-ective of this program is fo serve customers who do not qualify ‘as
low-income but who satisfy Hawaii Federal Credit Union lending criteria. HECO FSOP
at 25.

6. Island of Hawaii Million Solar Roofs (“MSR™) Paftnership. HELCO has received over -

$145,000 in grant funding from the Department of Energy’s Million Solar Roofs
_Initiative since 2000. These funds have been used for the development of the Island of
'Hawaii MSR web site, the development of preferred financing resbﬁrces for solar
projects, PV workshops, and the design and installation of a PV system and educational |
display at Kalanianaole School. HECO FSOP at 25.
‘While these prograﬁls are examples of a progrém category that could be administered by
a thifd party, HECO would continue to take advantage of non—rétepayer provided funds that
promote awareness, educational opportunities, and low-income loan ﬁrograms that suppoft the

DSM programs that it administers. HECO FSOP at 25-26.

157



i

/Sﬁould the Commissiop adopt HECO’s recommendations and decide that some or all of
the aforementioned types of DSM programs should be administered by a third party, HECO
requested that it be allowed to compete for the implementation of these programs at its
discretion. HECO may decide to compete if it detefmines that there is an opportunity to cost-
effectively deliver energy efficiency.into these customer segments. If HECO were to be awarded
the implementation of any of these programs, it would report to the third-party administrator
based on fhe terms of the ﬁegotiated fnutually agreed upon svervice' contract. I—[ECO FSOP at 26.
Even if HECO decided not to 'compete for program implementation in these areas, ﬁ
wou}d like to continue its participation in the process to ensure the effecﬁve delivery of energy
| efficiéncy measures in a collaborative manner with the Commission, Consumer Advocate, third-
party édministfator, and vendors. For example, HE;C.O cquld assist the Commissioﬁ with thé
development of standards, and/or in defining appropriate post-installation evaluation and
measurement methods. HECO FSOP at 26.
In addition, the combined package of third-party administered programé and customer
segments, along with the participation of the_ utility, could form an effective nucieus for a strong "
“community-based initiative aimed at improving energy efficiéncy in geogréphiéaﬂy targeted
éreas around the state. HECO FSOP at 26. | |
If a third-party is Perr_nitted to provide some DSM programs, then there should be open:
channels of communication and effective management -with the customers and between the
utility and third-party admiﬁistrator in ordér to mitigate any confusion thét the éustomer may
- have By having multiple entities offering and maintaining the customer’s energy efficiency

efforts. See Tr. (8/30) at 584-89 (Hee and Wikler).
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b. Utilitv-Administration Of Some Programs

i. Energy Efficiency Programs

The application of the market structure criterion led HECO to the conclusion that the
remaining programs proposed by HECO in the Energy Efficiency Docket should continue under
HECO’s administration. Utility administration of thé CIEE, CINC, and CICR prclgrams. as’
applied to large commercial and industrial customers in Schedulés J, PP, PS,' and PT, take
advantage of the utility’s local market and teéhnical expertise and the depth and nature of the
customer relationships that HliCO has developed over years of serving these customers by
responding to their business needs. H]ECO FSOP at 27.

HECO has also established professional relationships with architects, engineefs, an(l
developers that seek out HECO’s expertise in energy efficient technology. These relationships-
with trade allies, owners, and developers, combined with their need to alreeldy notify HECO of
service requests for new lconstruction project developers, means that the infrastructure to
zldminister, track, follow-up with, and deliver energy efficienlzy to these customers alrealdy éxists

| Withirl tlle HECO organization. HECO FSOP at 27.
Additionally, HECO has an account management process in place that providesA a

~ relationship with larger customers. This process manages every aspect of the customer
relationship including sulch areas as routine billing inquires, rate analysis,. energy efficiency
opportunities, and the need for additional electrical service. This process provides an establlshéd
' mechaﬁism to deliver energy efficiency programs. HECO FSOP at 27. |

These advantages over a third-party administrator that the utility already possesses
translate into the ability to communicate aﬁd effect energy efﬁciency ln an established

environment of trust and credibility.‘ This environment of trust is likely to result in greater rates
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~ of DSM program acceptance by the customer than if anew admmlstrator were to appear in the
market and have to establish these same relationships. HECO FSOP at 27- 28

HECO rhasA demonstrated its success in implementing DSM programs in specific customer
segments such as the large Schedules J and P commercial custonﬁers. That is because the
Company, over several years, has established customér relationships that are founded in trust and.
credibility, developed progrém and cusfomer operations expertise, and has a ilistory of cost-
effective DSM program implgmentation, in mény of these cuétomer segments. The Company has
invested substantial effort, resources, and timc tb achieve these successes. Should a third—paﬁy '
'take‘ over administration of the programs that the Corﬁpany proposes to continue to administef,
the tiaird~party will have to establish similar customer relationships, and the time, effoﬁ, anci cost
to establish such relaﬁonships Would likely be significanf. Response to CA/HECO-IR-5.

On balance, utility administration of the REWH program that targets retrofit residential
solar water heating benefits from the long-standing relationshiﬁs established with the sola;
-c>ontractors. HECO’s solar water heatiﬁg program hés creéted a disciplined market served by
reputable contractors installing standard, well designed, and reliable systems. However,
. competitivé market forces are still at work, as each contractor sets its retail price at the level
- determined by demand and supply. Customers are saving energy and lowering their electricity
bills, while at the same time HECO benefits from the load reductions during the peak period.
HECO FSOP at 28; see Tr. (8/30) at 518-19 (Hee). |

The RNC program benefits from HECO’s long-standing relationship with all major
housing developers such és Gentry Homes, Haseko, D.R. Horton, and Castle and Cooke. Over
the years HECO has established its credibility with the housing develépers and they have come

to trust HECO concerning the new construction area. As is the case for DSM programs directed
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towards large commercial and industrial customers, utility admini'stratioﬁ of the RNC program,
as enhanced by the Hawaii BuiltGreen checklist, takes advantage of these relationships to
administer and implement energy efficiency. HECO FSOP at 28; see Tr. (8/30) at 519 (Hée). :

These residential programs (REWH and RNC) have sometimes not been cost-effective |
from a TRC test perspective. Howeyer, the standard cost-effectiveness tests applied to DSM
programs do not capture all dimensions of the purchase decision. While most business decisions
are based on expected ﬁnaﬁcial returns, residential customers often make p'urche‘lses for other -
reasons. For example, a residential customer may purchase energy efficient equipment, such as a .
solar water heating system, based on his/her personal environmental concerns and/or
commitments. Thus, a TRC test on residential water heating programs may indicate a lower
level 6f cost-effectiveness because participant decisidn—making is not solely econofnically bavsed.
HECO FSOP at 28-29..

Furthermore, non—quaﬂtifiable benefits of solar water heating are not included in the
calculation of cost-effectiveness. Those benefits include the utilization of an eﬁvirbnmentally
clean, renewable energy source, and the contribution of solar water heating to the achievement of |
the state’s renewable energy objectives. HECO FSOP at 29.

In addition, HECO has supported these programs not only‘ for the energy savings and
environmental benefits, bﬁt also because of the programs’ ability to provide customer equity -
(i-e., the ability for residential customers to participate and benefit from ehergy efficiency
programs that would not otherwise be offeied solely on the basis of cost—effectiveness). 'HECO

- FSOP at 29.
Similar circumstances exist on the islands of Lanai and Molokai. MECO has been

successfully working with the small communities on these islands to deliver energy efficiency to
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“these g/éographically isolated areas. Based on its experience, MECO reéognized that without the
assistance of the utility, these communities may be neglected under a third-party administrator.
Therefore, MECO should be permitted to keep the Lanai and Molokai DSM programs undér its
administration, unless the Commission believes thai those two islands can gain from an |
alternative administrative structure. HECO FSOP at 29.

ii. . Load Management Programs

Léad manégement programs should remain utility administered programs. Load
management programs should remain utility administered programs. The DSM program
administrator is the entity that will have a céntral r01¢ in the administratién, coordination and
supervision of DSM programs. Forload management programs fhe coordination of load
management includes the crucial decision of when the enrolled load should be inteﬁupted in>
order to maintain system stability. | The utility is in the beét position to make that decision based
on projections of demand, the Status of the generating units and other available resources, and the
state of its transmission and distribution systerﬁs. Response >to CA/HECO~IR-6

| Load management programs, including demand response programis, provide load
reductions when called for and activated by the utility. The ﬁtility’s ‘system opérati_ons are
monitored 24 hours a day. Therefore, the load must be available for interruption shdrtly after
‘being notified of a possible Iqad control event and/or must be dropped immediately when HEC,O '
determines that an emergency situation exists. The requirement that the loads be dropped when
required by the utility neceésitates the utility administering these programs. HECO FSOP at 30,

The need for the utility to be the loédmanagement program administrator does not
necessarily mean that it haé to market and enroll customers into the load management programs -

(as differentiated from administering). Load aggregators have been known to acquire load
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reduction resources on behalf of utilities or Independent System Operators (“ISO”) in other
jurisdictions. However, the decision of when to activate the resource has always been retained
by the utility or ISO. Response to CA/HECO-IR-6.

c. Determination Of Who Should Administer DSM Programs

The determinaﬁon of whether new DSM programs should be administered by the utility
or third-party administrator should be made within the IRP proc;:ss, which is-likely to be the
source for many of these programs, using the‘ market structure criteria discussed above. If a new
progrém is not developed within the IRP process the administrator should apply the criteria
objectively and report the results in the program appliéation to the Commission for approval. |
HECO FSOP at 30.

The Commission should continue utility administration of the DSM programs identified
above. As discussed at the panel hearing, HECO relies exclusively on thirci-parties for
installation of all of the energy efficiency measures encompasséd by those programs. In nearly
éll programs, the customer chooses the installation contractor unless the customer specifically
requests HECO’s assistance in the selection. (The exception is the RDLC Program, in which the

_scope Qf thé water heater load control switch installation is limited and repetitive.) In addition,
- nearly half of the current positions directly related to the administration of the Companies’ DSM
programs are contract exﬁployees from an outside firm. Third parties have been also involved in
the design of proposed DSM programs and with ex-post measurement and evaluation efforts.
- HECO FSOP at 30-31.

HECO already uses a third-party, Honeywell International, Inc., to process DSM
application forms and implement its RDLC program. In addition, Honeywell provides field

verification on residential efficient water heating and prescriptive commercial DSM program
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applic7’ltion forms for HECO’s REWH, CIEE and CINC programs. It also inspects the solar
water heating system installations, processes requests for RDLC program enrollment, and
handles the shipment, storage, inventory and installation of load control switches. HECO i’*’S_OP

at 31.

2. Non-Utility Administration of All Programs

The analysis of the transfer of all DSM programs to a third-party édministrator should
include the following considerations "which are explained in greatér detail in the sections below:

1. Accountability and the obligation to serve,
2. Program constancy, consistency, banvd continui_ty, and
3. Cost-effectiveness.

' The Consumer Advocate also made >succinc't é\hd forceful arguments againsf transferﬁng»
all DSM programs to a third—pérty administrator in its.FSOP. CA FSOP, Appendix E at
24-30. |

a. Accountability And The Obligation To Serve

Energy efficiency DSM is an important component of HECO’s poftfolio of resources,
that complements con§entional supply-side resources, renewable resources, distributed
generation, and load management, for meeting HECO’s obligatio;l to serve. The crlicialfrole that
DSM has in ameliorating the existing reserve capacity shortfall sitnation has been identifiéd in
HECO’s IRP-3 report, its Adequacy of Supply reports, and other filings With the Commis'sibn.
HECO’s IRP plan relies on the load ’reductiéns from DSM programs to meet the long-té'rm,

_ projections of demand. HECO questioned vwihether a non-utility program adﬁinistrator would -
have the same imperative, 61“ the same accountability or responsibility to achieve thé load

reductions as the utility. If a third party administrator were to administer and implement DSM'
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- programs then the utilities would need to rely on the DSM imr)act projections from the third
party a’dministrator for >IRP planning. Since a crucial resource is no longer under the utilities’
- control, should the utilities’ obligation to serve be excused? If the utility is still obligated to
| serve all customers in its franchise area, then the utility wbuld need to implement gdditional
contingency planning and mitigation measures in the- event the third party administrator does not
achieve its projected amount of load reduction. HECO FSOP at 31-32; Tr. (8/30) at 563-64
(Hee). |
The experience of the Califomia_DSM‘p»rog,rams 1s pertinent to this discussion. In the
'early 1990s the California PUC (“CPUC”) was preparéd to assign DSM to an independent, non-
profit organization. However, before it could do so, the 2000/2001 California énergy vcrisisl hit,
and the CPUC administered thé DSM programs through fhe utilities during the crisis. In 2005;
as a result of the lessons bleamed during the crisis, the CPUC returned the DSM programs to the
utilities. HECO FSOP at 32. The CPUC’s decision provided the following reasons for
réassigning the programs to the utilities’®:
1. The utilities must be responsible and accountable to meet their obligation to serve.
2. Energy efficiency is a cost-effective resource that can be used to meet electricity
~demand.
3. Inits resource planning, the utilities should not be required to ﬁdopt the DSM plans of
others. | |
4. The CPUC must have authority to hold the administrator of the DSM programs

accountable.

™®  Decision 05-01-055, January 27, 2005, Rulemaking 01-08-028, Order Instituting Rulemaking to
examine the Commission’s Future Energy Efficiency Policies, Administration and Programs.
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/5 | There would be significant start-up costs and transition time lags associated with a
change in program administration.

6. There were concerns about the ability bf a third party to carry out the necessa;yu

 fiduciary responsibilities.

If a third party were to administer the DSM programs, that third party should be subject
to oversight by the Commission similar to the oversight requirement to which HECO is held. -
With reépect to its DSM programs, HECO is required to:

1. File two annual reports (the Annual DSM Program Accomplishments and Surchargé
report in the March timeframe, and the Annual DSM Program Mbdifications and
Evaluation Report in the November timeframe), |

2. Request Commission approval of new DSM prbgrams or modifications of existing
programs, |

3. Request Commission ai)proval of budget modifications,

4. Independently verify and cqnfirm energy Aand demand savings, and

5. Explain/support these requests in response to inquiries from regulators. HECO FSOP at
33. |
The Commission should allocate the time and resources té develop similar pfocedures for

the third party, while not interrupting the timely delivery of the DSM energy and demand
savings. HECO FSOP at 34..

b. Program Constancy, Consistency, And Conﬁnuitv

. DSM programs are most effective when the market sees the objectives for energy
efficiency as clear, consistent, and continuous.

‘HECQO’s DSM program objectives include:
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1. Deliver energy savings and peak demand reductions, |

2. Contribute to thé attainment of the Renewable Portfqiio Standard,
3. Provide all classes of customers the opportunity to participate, and
4. Do so cost effectively. HECO FSOP at 34. |

Thesé obj ective;s have been clear, consistent, énd continuous since the DSM programs
were instituted in 1996. Customers, dis.tributors, vendors, and building desigﬁ professionals that
participéte in these programs are aware of thls To change the programs at this time, when they
have been wofking very effectively, may create substantial uncertainty and jeopardize the
program infrastructure that has been developed over the past 10 years. This could result in loét
opp(;rtunities to install energy efficient measures and in resources being expended in an
unproductive manner. HECO FSOP at 34.

Use of a third party to implement DSM programs will require a period of transition
between utility and third-party DSM program administrator. Dﬁplicate costs during the
t¥ansition are unavoidable. In the transition theré would héve to be two parallel efforts for at
least part of the time to get the new programs established: two sets of offices, staff, programs and

. program méterials.- And once the trénsition is complete there could still be delays due to the

‘ third party working out the “bugs” of its program provisioning (i.e., learnihg curve inefficiencies,
vendor responsibility scoping, request-for-proposal processing, and contréct‘negotiations). All
of this will increase éost and, more seriously, delay the acquisition of demand-side resourcés, '

~ which HECO is depending on to meet a substantial portion of its future capacity needs. HECO’s
propbsal of a hybrid apprbach allows the third party to focus on new programs, and reduces
duplicative resources needed durihg transi'tion. HECO FSOP at 34-35.

Mr. Violette testified that he is aware of situations when DSM implementation has gone
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from u;ﬂify implemented to third-party implementation that has resulted in.“substantial delay” in
achieving the DSM goals. Mr. Violette discussed New Jersey as an example Qf a sjtuatioﬁ where
this delay has occurred. The performance of the DSM i)rograms declined while the transition
from utility impl‘envlented to third»party implemented DSM programs took place. A factor that |
contributed to the decline in the performance of‘ the DSM programs was the departure of ﬁtility
erﬁployees who implemented and adminjstered the DSM programs. Tr. 68/30) at 572-76
(Violette). | |

HECO has experienced this type of situation. About one month following the issuaﬁce of -
Interim Order No. 22420 that ordered, amoﬁg other things, that HECO could no longer accrue

the recovery of lost margins and shareholder incentives, HECO’S.DSM Director left the

| compahy. One of the reasons mentioned by the former DSM Director was Interim .O‘rder. No;
22420. Tr. (8/30) at 578 (Hee). |

c. Cost Effectiveness

HECO has demonstrated that it has been successful 1n delivering cost effective energy
efficiency programs under the existing market structure. In 2004, HECO-was able to deliver
énergy efficiency for léss than 24 cents per kwh saved, which was lower than the 'cqsts incurred
by Efficiency Vermont, the third-party administrator in the state éf Vermont generally
recognized as the model for nonfutility pfogram administration. HECO FSOP at 35.

3. Competitive Bid for a Single Statewide Administrator

The following are HECO’s concerns about a competitive bidding process to select a
~ single statewide administrator:
1. Customer equity as well as least cost should be considered,

2. Creating a dysfunctional market should be avoided,
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3. Care must be taken to ensure the most cost effective provider is chosen, and
4. Delays in the implementation of programs and the capture of load reductions must be

avoided given HECO’s current reserve capacity shortfall.

a. Customer Equity As Well as Least Cost Should Be Considered

As discussed earlier, least cost is not the only objective for DSM programs. Other
objectives include load reduction, customer choice, and custofne? equity. Uﬁder competitive
bidding, customer choice and customer equity are likely to réceive less attention since both
objectives require the offering of programs that may not result in least cost. Even if the RFP
‘were wfitten to provide for these objectivés, there can be unintended cénsequences. For
exarﬁple, even if the RFP required the execution of a residential solar water-heating prografn, the
competitive bidding éspect of the process could incent the system installers to reduce costs by |
under sizing the systems, which would not provide comparable levels of enérgy savings. HECO

FSOP at 36.

b. Creating. A Dysfunctional Market‘Should Be Avoided

Competitive bidding can result in a market with one dominant provider because a large
~provider of services can take advantage of economies of scale to lower cost in the short run. For
exémple, a large solar water heating system installer could conceivably under—pric¢ other
competitors by bidding for all of the installations under the REWH progrém, leaving many of the
current contractors with the left over pieces. This kind of dysfunctional market does not serve
- customers because of many of the existing contractors will be left struggling to survive. Under
HECO’s administration, the REWH program allows the customer to choose from a number of

installers that are competing with one another to best meet the customers’ needs. HECO FSOP

at 36.
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L C. Care Must Be Taken to Ensure The Most Cost Effective
/ Provider Is Chosen

Unless the vendors bidding for service have a history of performance in the local market,
the price of their bid package is speculative. The risk inherent in a competitive bidding
environment is whether or not the bid price is an accurate portrayal of actual cost, or whether the
price has been deliberately set to come in under a known price based on actual and known utility
program costs. Performance based incentives/penalties may be incorporated into the contracts to
account fof that risk. Nevertheless, it. is less risky in the first place if the provider of the service
has a known and transparenf cost history, HECO FSOP at 37.

d. Delay Program Implementation .

, The competitive bid process.is lengthy, beginning with the development of the RFP-
document, and through bid evaluatioh, award, and contract negotiation. In the meantime, mariiét
uncertainty will exist that threaténé the constancy, consistency, and continuity of the DSM
progréms. This uncertéinty éan only disrupt DSM program delivery, make participation in the ,
programs by customers more uncertain, and delay the customers’ acquisition’of energy savings
and the utility’s acquisition of ioad reductions. HECO FSOP at 37 |

HECO?’s current and historical performance, along with the comparison to Effiéiency
Vermont, demonstrate that HECO cén be the mést effective provider of DSM services without
the necessity to participate in a c‘pstlﬁr and time consuming competitive bid procéss as prdposed
by HREA. In administering the corhpétitiye bid process, the Commission would have to develop
for each program (1) a short-list of eligible third-party providers, (2) prografn design,(3) RFPs, |
~and réspond to questions about the RFPs, (4) a methodology for evaluating the proposals, (5)
select the winning bid, and (6) ﬁegotiate the contracts. These steps take time and will requiré

considerable resources on the part of the Commission. Response to HREA/HECO-IR-6.
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As discussed earlier, HECO developed a matrix that _eflaluated the DSM programs ;md _
_customer segments thaf are included in its DSM program proposal in this docket against the
above criteria. HECO concluded that a hybrid market structure is appropriate and the evaluation
identified:
1. Somé programs and éustomer segments as be.ing more effective under third-party
administration, |
2. Others to be clearly more effective uﬁder utility administration,
3. Some programs or customer segmbent‘s -that would be, on balance, more effective under
'utility administration, and
4. One program (the Interim Energy Solutions for the Home Program) that should be |
administered by the uti1>ity in the near term, but cbuld transition to third-party
administration at a later time. HECO FSOP at 37-38. |

e. Other Considerations

Mzr. Violette testified that when ﬁtilities have issued réquests for bids for third—pﬁrty

administration of DSM programs, there has not been a large number of entities that have

“responded to those requests for proposals. Mr. Violette testified that recent experience 'has
shéwn that choices for a third-party administrator have been constrained due to the small number
of responses the entities.have received. Tr. (8/30) at 592-93 (Violette)..

One of the reésons for the lack of a large number of choices for a third-party
admini_stratdr is that most of the entities want to be a contractor to a utility as opposed to being a
reguiated administrator of DSM programs. These entities view the profit as being in the direct
deli\}ery' of kthe DSM programs, and not in»the commission-regulated édministration of the DSM

programs. See Tr. (8/30) at 594-95 (Violette).
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In addition, when there have been responsbes for the administration of DSM pifograms, the
bidders have generally bid on the easier-to-reach sectors (i.e._, the “low-hanging fruit”). The
~bidders did not generally bid on broad wide-ranging DSM programs. See Tr. (8/30) at 660
(Oliver). o

Furthér, in general, the experience with biddiﬁg for DSM programs has been that the
utility could provide the DSM programé at a lower cost than the’t;idders. Mr; Oliver referred to a
study conducted by Lawrence Berkeley Labofatory in the 19‘903 that concluded that the utility’s
own DSM lighting programs \lzvere lower cost than the bids that came in for most of the
'prograrﬁs. See Tr. (8/30) at 677-78 (Olivef).

V. DSM COST RECOVERY FOR UTILITY-INCURRED COSTS

A. SUMMARY
The third Statewide Energy Policy Issue is: For utility-incurred costs, what cost recovery
mechanism(s) is appropriate (e.g., base rates, fuel clause, IRP Clause)?
The seventh issue, which is specific to HECO’S Proposed DSM Programs, is: “If utility-
incurred costs for the Proposed DSM Programs are to be included in baSé rates, what éost level is
" appropriate, and what the transition mechanism for cost recovery will be until,the réspective
© utility’s néxt geﬁerél rate case?”

The appropriate cost level for the energy efficiency DSM programs proposed by HECO |
is addressed in Part III of this Opening Brief. This part of the Opening Brief addresses the |
mechanisms that should be used.to recovet those costé, both’after and before the next rate case.

At the panel hearings, HECO stated that, ivf released from the constraint imposed by the
DSM Stipulations, HECO is willing, and even prefers, to recover program costs (and utility

compensation) through a surcharge, as long as HECO is granted sufficient flexibility with respect
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to its a?nﬁél DSM program budgets. HECO also stated that all program costs should be included
" inthe surcharge, if that cost recovery mechanism is used.

B. EXISTING MECHANISM

HECO's DSM programs were developed under the Commission's IRP Framework. The |
Commission, in its Framework for Integrated Resource Planning, adopted in 1992, recogﬁized
the need for the recovery (')f.DSM pr_égram costs: “The utility is entitled fo recover all
appropriate and reasonable integrated resource planning and implementation costs.” Paragraph
IILF.1 of the IRP Framework provides that the utility is entitled to recover its infegrated res‘ource -
planning and implementation costs that are reasonably incurred, aﬁd identifies four recovery
mechanisms. IRP Framework qIILF.1.

Three issues were addressed in the development of the DSM cost recovery and incentives
structure for the initial DSM Programs approved in 1996: | (1) recovery of incremental DSM
program costs; (2) lost marginé; and (3) positive incentives that go beyond just making the utility
whole erm a cost and expenditure basis. HECO T-12 at 22.» The merits of these DSM cost
recovery and incentive mechanisms were developed in a working group comprised of a large
number of stakeholderé in Hawaii with most- of the elements of the DSM mechanisms receiving
essentially unanimous support by the members of the working gr(;up. The document prepared by
- the working group shows that a thorough review of the options was undertaken and documented -
in Appendix I to the Summary Report of HECO’s 1993 IRP, Docket No. 7257, filed July 1,

1993. |

As aresult of this process, DSM program costs currently are being recovered partly

through base rates and partly through the DSM component of the IRP Clause. With respect to

incremental DSM program costs, program costs are expensed and recovered annually through
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the IRP Clause, in the Residential, and Commercial & Industﬁal DSM Adjustments. '_

While there are‘pros and cons to every method, the récovery of program costs through a
surcharge is often selected by utilitieé. Capitalization or accrual of DSM costs to be collected at
some time in the future is viewed as a regulatory asset, has a risk of disallowance in the future
due to changes in policy, and is viewed negatively by the financial community. Appendix I
indicated that all members of the Workihg group c;oncurred _With'éxpensing aﬁd recovering
program costs annually. HECO T-12 at -25. |

'C. HECO’S RATE CASE POSITION

H_ECO’S position coming into this proceeding was that, in the next rate case (presuming |
the Energy Efficjency Docket decision and order is received before the next rate case); utility—
incurred costs and utility incentives for its DSM Programs should be recovered through base
rates, with a DSM Reconciliation Clause, as proposed in HECO’s 2005 tesf year rate case
testimony (HECO T-lO); HECO proposed to recover DSM prdgram costs entirely through base

rates because:

(D It is HECO’s understanding that the intent of the DSM stipulations was to require
discontinuation of the use of a surcharge mechanism, such as the IRP clause, to
recover DSM program costs, lost margins and shareholder incentives.. To be
consistent with that understanding, and to foster greater flexibility with respect to
its DSM program budgets, HECO proposed to recover DSM program costs (as
well as its proposed Utility Incentive) in base rates in its 2005 test year rate case..
Tr. (8/31) at 778 (Hee).

(2)  Placing the DSM program costs into base rates provides the Company with the
flexibility to adjust DSM program budgets to take advantage of market
opportunities. Thus, HECO could increase or decrease incentives to respond to
changes in participation levels, add new measures, and establish corresponding
incentive levels to address market opportunities. The budget increase would not
require regulatory approval from the Consumer Advocate or Commission, which -
would facilitate the rapid installation of the DSM measures. HECO would inform -
the Commission of its intent to proceed with these modifications to the programs
in its annual M&E report, or by letter if within the program year.
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3)

4

&)

Placing the DSM program costs into base rates also provides the Company the
ability to focus efforts into the most effective programs. For example, if the
CICR Program appears to be more successful than originally expected, program
resources can be directed into that program to take advantage of savings
opportunities.- At times, the refocus may require the budget for one particular
program to be exceeded. With DSM program costs embedded in base rates, the
refocus can proceed immediately. -

HECO is committed to pursuing DSM programs to the extent practicable to -
maintain and improve reliable electrical service; therefore, embedding DSM
program costs simply reflects the fact that DSM has become part of the
Company’s normal business activities (provided it receives the appropriate
financial returns commensurate of that effort).

Embedding DSM program costs into base rates reduces the amount of revenue
recovered through a surcharge mechanism and reduces the effort required by the
Company, Consumer Advocate, and Commission to monitor and review the
program cost filings.

HELCO FSOP at 38-39; Tr. (8/31) at 778 (Hee).

If DSM program costs were included in base rates, the Commission would continue to

receive assurance that the utility is pursuing the DSM programs to the full extent of the resources

provided:

52

@

3)

D.

The Company will continue to file its Annual A&S Report during the 1st quarter

of each year, which will describe program results, program accomplishments, and =~

the cost effectiveness of the programs for the prior year.

The Company proposes to implement a DSM Reconciliation Clause that will:

(a) Reconcile the difference between DSM customer incentives actually paid and
the customer incentives included in base rates; (b) Recover program costs for
approved programs whose costs are not included in base rates; and (c) Encourage
the Company to attain the DSM measure impacts associated with the DSM
program cost budgets.

The program costs in base rates can be increased or decreased during the next rate
proceeding based on how well the Company has been able to attain its DSM
expenditure and savings goals. HECO T-10 at 50-51.

POSITIONS IN THE EE DSM DOCKET

In the informal submittal of preliminary statements of position in the March 2006
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timefra/;he', io subsequent settlement discussion meetings with the ‘partieé/participants, and at the
N panel hearings, many of the parties/participants preferred recovery of program costs through a
DSM surcharge, similar to the mechanism currently in offect, rather than recovery through 'base
rates. See Tr. (8/31) at 795-96 (HREA); 796, 800 (RMI); 799 (KIUC); see also RMI FSOP at |
17-20 for advantages. In its FSOP, HECO statod that it was willing to explore the DSM V,
sorcharge option with the parties/participants further during the course of this proceeding.
HECO FSOP at 39-40. |

The Consumer Advocate changed course from the DSM Stipulations, and recommended
continued partial recovery of DSM expenses through a surcharge. Tr. (8/3 1) at 795 (Hahn). The
Consumer Advocate proposed to continue the current DSM cost fecovery mechanism, under
whichvincremental DSM program costs are recovered through a surcharge, but the iabor oosté for
HECO employees who are dedicated to the DSM programs are included in base rates. Tr. (8/31)
at 782-83, 784-86 (Hahn). Tho DOD expressed a preference for initially including all costs in
base rates, and tracking “external” costs (such as incentives paid to customers) for iater
reconciliation. Tr. (8/31) at 788-89 (Brubakor).

At the panel heorings, HECO stated that, if released from the constraint imposed by the
DSM stipulations, HECO is willing, and even prefers, to recover orogram costs (and utility
compensation) through a surcharge, as long as HECO is granted sufficient flexibility with respect
to its annual DSM program budg'ets. Tr. (8/31) at 778-79, 782 (Hee). To a certain extent, this
would facilitate (1) reconciliation of revenues received to recover estimatéd costs that are
 initially included in the surcharge, and actual costs, and (2) tracking of costs expended on the
programs. See Tr. (8/31) at 779-82 (Hee). |

HECO also stated that all program costs should be included in the surcharge, if that cost
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~ recovery mechanism is used, to account for changes in the nuinber of in-house-employees '
dedicated to the programs. Tr. (8/31) at 783-84, 756 (Hee).j.9

The ansumer Advocate (and others) favored continuing to reflect the surcharge amount
separately on customer bills. See Tr. (8/31) at 795 (Hahn) (since the surcharge on bills provides ‘

a “signal” to customers to participate).

VI.  UTILITY COMPENSATION

A. SUMMARY

The fifth statewide energy policy issue is: “Whether DSM incéntive mechanisms are .
apprppriate to encourage the implementation of DSM programs, and, if so, what is the
appropriate mechanism(s) for such DSM incentives?”

The eiéhth issue, which is specific to HECO’s Proposed DSM Programs, is: “Whether
fIECO’s proposed DSM utility incentive is reasonabie, and should be approved, approved with
modifications, or rej ected?” |

These issues necessarily involve two sub-issues: (1) Should electric utilities receive
compensation (over and above recdvery of prudently incurred program éosts) for DSM

“programs; and, if so (2) what DSM utility incentive méchanism should be:impleme-nt‘ed?

'Utilities can and should be compensated for successfully delivering energy efficiency
DSM programs to their customers. There are two primary reasons why regulatory commissions
have recognized that compensating utilities for successfully implementing energy efficiency |
DSM programs is beneficial and in the public interest:

(1) Compensation mechanisms put enérgy efficiency DSM options on a more level

playing field with supply-side options; and

7 The costs for Account Managers, who facilitate their customer’s adoption of DSM measures, would

remain in base rates. Tr. (8/31/) at 786, 787 (Hee).
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/"(2) ‘Incentive regulation is more effective and requires use of less regulatory
“resources” than “command-and-control” regulation.
In its 2005 test year rate case, HECO proposed recovery of a DSM Utility Incentive v

through base rates. The basis for proposing a base rate mechanism was HECO’s stipulations

with the Consumer Advocate, approved by the Commission, in which HECO agreed to not seek

the recovery of lost margins and shareholders incentives through a surcharge mechanism in the
next rate éase and thereafter.
The mechanism proposed in the rate case consisted of two components, including tﬁe
recovery of the fixed cost shortfall due to sales lost as a result of impleménting energy
| efficiency, and the recovbery of a percentage of program costs, reéresenting a return akin to that
eamed by othér companies involved in the service industry. Furthermore, because ‘thiys recovéry
was to be included in base rates, HECO proposed including a levelized amount of recovery, with
a performance-based DSM recbnciliation process between rate cases. The test year esﬁmate of
the cost of the DSM utility incentive was $8.8 million. Of the total incentive, $2.7 -million was
the return on program costs, and $6.1 million was for the recovery of the fixed cost shortfall.
However, based on discussions with the other parties in the settlemént Iheetings in this
docket, HECO acknowledged that both the compensation mechaﬁism and the level of
Acomp'ensation proposed in the rate case required re-evaluation. Thus, HECO has been op‘én to .
suggestions from the other Vpartiés as to the mechanism and level of utility compensation for
aggressively pursuing DSM programs, and made alternative proposals with respect to utility
_ compénsation for implementing DSM programs.
Thé first alternative is a-shared savings mechanism as the basis for utility compensation

for the administration and aggressive pursuit of energy efficiency. HECO?s first utility
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compensation alternative does not include the recovery of fixéd cost shortfalls betwé_en rate
cases. The shortfalls a;fe recovered through base rates in a general rate case when the impact of
energy savings resulting from DSM programs is included in the test year sales estimate.

- The Company’s second alternative proposed the récovery of the shor;fall in fixed costs
combined with 15% of program costs (excluding the program costs for the load management
programs). However, the shortfall in fiked costs recovery wouid be limited té one year’s worth
of shortfall.and would not be cumulative. | |

Under either alternative, the compensation would not be paid to HECO unless the
Company attained at least 80% of the energy efficienéy KW load reduction goal. Once the SO%
thres‘hold attainment level is reached, HECO would then be eligible for compensation as
determined by the mechanism. | Further, under either altérnative, the amount of total
compensation would be capped at $4.0 million before taxes. |

At the panel hearings, HECO indicated that its current ﬁroposal is the first alternative,
under which utility compensation would be based ornb 5% of the net benefits of the energy
efficiency DSM programs, based on the modified utility cost test. The utility would receive no

. compensation if it achieved less than 80% of the annual megawatt goal, there would be a cap on
- the incentive of $4 million before tax per year, and the compensation wouid be paid on a
prospective basis, trued-up in the following year for actual achievements.. Under this
mechanism, HECO cbnfirmed that it was not asking for lost margin recovery outside of a réte '
case.

The two determinations to be made by the Commission are the annual megawatt goals,

and the thresholds to be achieved before any compensation is earned. .The'S% éf net benefits

would be based on regulatory judgment, and takes into consideration the cost measure used in
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the det;zrmmatlon of the utility incentive. The range of percentages is 5 20 percent in other
* jurisdictions, so 5% is at the low end of the range. The 80% threshold was based on HECO’s
willingness to commit to a substantial amount of the energy efficiency goal before receiving _

compensation, as well as the recognition that there was a need to have a threshold. '

B. WHY COMPENSATE UTILITIES FOR DOING DSM

There are two primary reasons why regulatory commissions have recognized that
compenséting utilities for successfuliy implementing energy efficiency DSM programs is
beneficial and in the public interest: |

€8 Compensation mechanisms put EE DSM options on a more level playing field

with supply-side options; and

| 2) Incentive regulation is more éffective and requvires use of less regulétory

“resources” than “command-and-control” regulation.

1. More Level Playing Field

Expenditures for DSM programs are uniqﬁe. Other ﬁtility expenditures- are made in
support of energy sales. In contrast, when a utility promotes effective energy efficiency DSM
progréms, energy saleé are reduced from the'levels that otherwise would have occurred. The

‘-'reduced levels of energy use result in reduced costs to supply the .énérgy, but also result in a

larger reduction in revenue. This largef revenﬁe loss includes a loss of the contribution to the
fixed costs of the utility. Without an adjustrhent mechanism, the utility is fiﬁancially_ worse off
when it implements DSM programs. HECO FSOP at 56.

In recognition of this, the National Aésociation of Regulatory Utility Commissioners
(“NARUC”) adopted a resoiution in 1989 urging state comrhissions to adopt appropriate

mechanisms to compensate utilities for earnings lost through the successful implementation of
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~ DSM programs:
RESOLVED, That the Executive Committee of the National Association of Regulatory

Utility Commissioners (NARUC) assembled in its Summer Committee Meeting in San
Francisco, urges its member state commissions to:

(1) Consider the loss of earnings potential connected with the use of
demand side resources; and,

(2)  Adopt appropriate ratemaking mechamsms to encourage utilities to
help their customers improve end-use efficiency cost effectively; and -

3) Otherwise ensure that the successful implementation of a utility's
least cost plan is its most profitable course of action.®

Compensating utilities. for implementing DSM programs provides a viable mechanism
that caﬁ be used to align the interests of utﬂity shareholders and society. This allows regulatéfs
to focus their attention on the strategic overéight of DSM programs, rather than on attemptiﬁg to
micromanage DSM programs. Moreover, utility commissions that have evaluated the use of
compensation mechanisms have concluded that they are significant motivatbrs with respect to
the implementation of cost-effectlve DSM programs, and the quahty of such programs. This has
been demonstrated by the successful implementation of DSM programs in Hawaii. HECO FSOP
| at 57.

2. Incentive Regulation

The “compensation” approach to utility DSM programs is superior to the “command and
control” approach. In th.e' “command and control” approach, a regulatory commission specifies -
exactly what the utility should do. The commission then monitors closely subsequent actions for
- compliance with the commission directive. If the utility does not follow adequétely the
commission’s order, the c‘ommiséion, in subsequent proceedings, can penalize the utility.

The “command and control” approéch, by itself, has proven to be less effective than an

% Resolution sponsored by the NARUC Committee on Energy Conservation, July 1989. See FSOP at

56-57.
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incenti]';e épproach. For example, there has been emphasis in various juﬁsdictions on removing
' the financial disincentives to DSM, and providing compensation to utilities that run successful
DSM programs. Moreover, a number of the jurisdictions that have strongly supported»DSM A
have explicitly ‘récognized the superiority of the “compensation” approach to the “command and
control” approach.®! | |

| The California Public Utilities Commission (“CPUC”) examined this question at some
length in fhe extensive proéeedings tﬁat it conducted on the subjecf of sha_réholder incentives in
the early 1990’s.

As part of a proceeding initiated in 1991 to establish rules and précedures for utility

DSM, the CPUC directed that a report be submitted on the effectiveness of the shareholder
incentive mechanisms it had approved in 1990. In the 1993 report prepared by the Wiscénsiﬁ
Energy Conservation Corporation (“WECC”), WECC recommended that DSM shareholder

incentives become a permanent feature of the regulatory framework:

[1]f a sustained, effective DSM effort by a utility is desired to attain some
or all of the societal benefits produced by increased DSM, then

- shareholder incentives are necessary and appropriate to increase the
private value of DSM to a utility by bringing that value more in line with
its societal value. Where successful DSM efforts will depend on the
judgment and enthusiasm of the provider and the encouragement of
innovation, shareholder incentives are a preferred regulatory scheme
compared to the use of regulatory mandates by themselves.

Re Rules and Procedures Governing Utility Demand-Side Management, 51CP. U.c2d 371

b

1993 Cal. PUC LEXIS 675 (1993) at *16-*17.
WECKC also identified explicit benefits of the incentive approach: “Compared to the

' pre-incentive period, WECC observes significant improvements in the recruitment of high

81 For example, the Massachusetts Department of Public Utilities (“DPU”) took the position that

utilities under its jurisdictions were mandated to aggressively pursue DSM, but allowed the recovery
of lost margins and shareholder incentives as well. See, e.g., Re Western Massachusetts Electric
Co., 114 P.U.R 4th 239, 273, 279 285 (Mass. DPU 1990).
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quality, experienced and motivated personnel to work on DSM. WECC’s analysis ai_so indicates
that incentives have led to the perception of DSM as a profit center within the utilities, as
opposed to “a necessary evil that must be done to appease regulators.” 1993 Cal. PUC LEXIS
675 at *37.

DSM program advocates, and public utility commissions in other jurisdictions, have
recognized that there are limits to the efficacy of the “command and control” approach. For
example, the Vermont Public Service Board recognized the difficulty in ordering a utility to take
actions inconsistent with the welfare of its shareholders:

Any effort to implement least-cost utility planning must recognize that

implementation of demand-side measures requires a workable partnership

between the utilities and their customers, supported by the regulatory

framework within which they operate. To maximize their effectiveness,

demand-side programs must be carefully crafted, creatively marketed, and

intelligently monitored. These characteristics cannot be achieved by

regulatory fiat alone, and are not likely to be achieved at all if utilities are

financially penalized for succeeding in lowering their sales.
Re Least-Cost Investments, Energy Efficiency, Conservatlon and Management of Demand for

-Energy, 111 P.U.R.4th 427, 435 (Vt. PSB 1990).
The Colorado PUC also pointed out problems with the “command and control” approach:

One solution to this problem [financial incentives that inhibit utilities from pursuing
DSM] would be increased oversight with greater reliance on command and control
regulation. Given the limited resources available to monitor utility behavior in Colorado,
as well as our preference to adopt a solution that positively reinforces the desired utility
behavior without the imposition of constant regulatory oversight, this commission prefers
to address the problem through regulatory reform.

" Re Public Service Company of Colorado, 139 P.U.R.4th 397, 403 (Col. PUC 1993).
Dr. Violette agreed with NARUC, the ACEEE and the other organizations that support
the usefulness of positive incentives. A recent report by the American Council for an Energy

Efficient Environment (ACEEE), a fespeéted leader in the area of energy efficiency program.
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| design and operation, stated that "we do support the use of soine incentive mechanis'rfn beyond

simple cost recovery aé a way to help encourage maximum céost’—effectiveness on the part of the

program administrator."®? Again, the goal is to align financial incentives with appropriate policy
objectives. This is done by making investments in DSM at least as attractive as investments in
supply-side dptions. Usually, this requires some recégnition of lost revenues and shareholder
incentives to gain management attention and focus. HECO T- 1'2’ at 4. |

Utilities thét have not received some fype of financial treatment of their expendlitures on

DSM programs have simply not pursued theS¢ programs aggressively. HECO T-12 at 26-27,

citing the forward to the NARUC Report "Profits and Progress Through Least-Cost Planning';.

" Time has shown that both DSM and supply-side options pose risks, and it is.difficuit to
argue that one set of risks is greater than another. Howe{/er, there are other reasons (besides thé
potential for increased risk due to implementation of DSM programs) for sﬁpporting a
shareholder incentive, including the fact that there will likely be lost profits from deferred plant
iﬁvestment. This delays returns on these investments and imposes a financial penalty oﬁ the
utility thét increases as HECO delivers DSM more successfully. In addition, it has been shown

_that inc;entives above the actions required to make the utility whole financially do draw»
manager_nent’s attention. HECO T-12 at 48.

As Dr. Violette éointed out, “[t]heré is_ still a lot of inertia to be ox;erg:ome to implement
aggressive DSM programs successfully. Each program is like developing a new product ahd ‘

' taking it to market. It has fo be priced, placed and positioned within the home and building

market competing with many other items that compete for the customer’s attention, time and

2 Dr. Violette stated that this statement came from the ACEEE report entitled "Responding to the

Natural Gas Crisis: America's Best Natural Gas Energy Efficiency Programs,” M. Kushler et al.,
Report Number U035, December 2003, p. 9. Dr. Violette’s phone conversation with Mr. Kushler
indicated that his statement in this report applied to electric energy efficiency programs as well.
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investx?eﬁt dollars. It is difficult to run successful programs. Talented ‘people are needed, and a
commitment is needed by th¢ utility. The utility has proposed almost a tripling of its DSM
dollars. Financial incentives should be aligned tov help ensure the success of these programs by
taking away all the. disincentivés, and aligning positive incentives up with successful program |
delivery. The shared savings mechanism that has been used by HECO accomplishes this"
objective.” HECO T-12 at 48-49. - |

Irhplementing a DSM prografn is like introducing any new product or service into a
market. See HECO T-12 at 50. Just as all new product introductions are not successful, not all
DSM programs reach their anticipated targets. Implementation can be more difficult and costly
| than éxpected. Risk that utilities face when they implement DSM programs include (1)
limitations on the availability of end-use mérket baseline data, (2) market risks (pafticipa’tionv
assumptions), (3) infrastructure risks (i.e., vendor capacity to meet the demand created by the
DSM programs), and (4) perfoﬁnance risks (i.e., ability of equipment to improve energy
efficiency). The expected savings will vary depending on tﬁe availability of mérket data and the
characteristics of those customers that choose to participate in the program (and these
| participants may diffef from those assumed to participate when planning the programy).
Attainment of participation rates might be more difficult than anticipated, requiring a change in
mode of marketing and/or the marketing message. See response to CA-IR-330 at 1.

In general, implementing a successful DSM program is challenging. A lot of hard work
goes into program planningr and delivery, and there are unplanned circumstances that can prevent
- aprogram from achieving its full objectives. Some observers have the opinion that all DSM
programs are fool proof and that there are no difficulties to be overcome in implementation.

This is simply incorrect. A DSM program is a new service being offered into the market and, as
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with any new service, market vagaries can influence its succé_ss. As aresult, within a portfolio of
DSM programs, some fnight exceed expectations, some might just meet expectations and some
will not meet expectations. The utility may face regulatory risks for those programs that do not
meet expectations, even though best efforts were undertaken to make the program successful.

See response to CA-IR-330 at 1-2..

3. IRP Framework Incentive Mechanisms

The Commission, in its Framework for Integrated Resource Planning, adopted in 1992 %
recognized the need for the recovery of DSM program costs, lost margins, and shareholder

incentives and accordingly stated:

The utility is entitled to recover all appropriate and reasonable integrated
resource planning and implementation costs. In addition, existing
disincentives should be removed and, as appropriate, incentives should be
established to encourage and reward aggressive utility pursuit of demand-
side management programs. Incentive mechanism should be structured so
that investments in suitable and effective demand-side management
programs are at least as attractive to the utility as investments in supply-
side option. - '

IRP Framework IL.B.7.

DSM program cost recovery, lost margins and shareholder incentives are further
addressed in Part III of the IRP Framework. Paragraph ILF.1 provides that the utiiity is entitled
o r‘eco'ver- its integrated resource planning and implementation costs that are reasonably incurred,
and identifies four recovery mechanisms. IRP Framework ‘}[III.F. 1.

IRP Framework JIILF.2 provides that, under appropriate circumstances, the utility may
recoyef the net loss in revenues sustained By the utility as a result of successful implementation

of full-scale DSM sponsoréd or instituted by the utility. The IRP Framework further provides

8 The IRP Framework (revised May 22, 1992) was adopted by the Commission by Decision and Order

No. 11630 (May 22, 1992) (“D&O 11680 in Docket No. 6617, amending and reissuing the IRP
Framework adopted in Decision and Order No. 11523 (March 12, 1992).
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that th7 net revenue loss is the revenue lost less the variable fuel and opérating expenses saved
by the utility as a result of nqt having to generate the unsold energy. IRP Framework J{IILF.2,
2.a. The existing mechanism provides explicitly for thé calculation and recovery of such Iést
margins. |

IRP Framework {[III.F.3 provides that, under appropriate circumstances, the Conﬁnission ‘
may provide the utility with incentives to encourage participation in and bromotion of full-scale
DSM pro grams. The Framework prévides that the incentives may take any form approved by
the Commission, and identifies four of the possible forms of incentives. IRP Frémework
JYIILE.3, 3.a.3* The existing mechanism is a “shared'savings” approach.‘

In first approving HECO’s current mechanisms for the reéovery of DSM program costs,
lost margins and shareholder incentives, the Commission found that: “HECO’s préposals are
reasonable and appropriate to move HECO to undertake Iﬁeaningful and cost-effective DSM

programs.” See Docket No. 7257, Decision and Order No. 13839 (March 31, 1995) at 37, 30.

4. . Lost Margins

Lost margins are correctly referred to as "net lost revenues” in the IRP Framework, and
equal the revenues losf as a result of sales reauctions due to installing DSM measures, less the
variable fuel and operating expenses.saved by the utility as result’iof not having to génerate the
unsold energy. (The lost margin amount is the lost recovery of fixed costs.) Under appropriate
circumstances, the IRP Framework allows the Commission to perrhit utili‘tieé to recover Jost
margins between rate cases! In a rate case, the impact 6f the existing energy efficiency programs

~on sales and re{/enues is reflected in the test year estimate of revenues (i.e., the test year sales are -

lower because of the ongoing impact of energy efficiency méasures installed under our DSM

8 The IRP Framework also provides that the Commission “may terminate any and all incentives.

whenever circumstances or conditions warrant such termination.” IRP Framework III F3.c. See
Docket No. 6617, Decision and Order No. 11630 (May 22, 1992) at 19.
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prografhs). If rate cases were held every year, there would be no lost mergins to recover between
rate cases. See IRP Framework ; see also Tr. (8/31) at 817 (Hee).

Lost margins are important since each kWh coﬁserved is in essence a multi-year
transaction between the custorder and the utility. When a successful program results in a large |
number of more energy efficiency measures being installed, the revenue impact on the utd'lity can’
be quite large, and it persists into the future. HECO T-12 at 2. |

This makes lost margins so irhportant to the utility, and it also is what makes lost margins
an element of DSM incentives that attracts the attention of regulators, parﬁculariy when the
utility goes without a rate case for a number of years. Since lost margins accrue geometrically,
i.e., each year’s conservation savings is added to the sum of all pﬁor years' savings, the number
can grew to be quite large when a five year .period is considered. While there is, iﬁ fact, eom'e
loss in contribution to fixed costs and earnings for each kWh saved for every year, the
accumulation of these costs when there has not been a rate case for a long time (in HECO's case,
it was over 10 years), becomes quite large and often exceeds what was expected when the
mechanism was put in place. When rate cases are held every three to four years, the kWh
forecasts accounts for dle energy savings programs in its forecast and test year Caleul’ation_s_, and
the lost margin account is set to zero and the accumulation to unekpected amounits does not
occur. When the DSM incentives mechanism was established, it was reasonable to assume that
HECO would be continuing with rate cases on a generally regular basis. However, industfy
circumstances allowed HECO and many other utilities fo not need a rate case for a decede or
more.‘ HECO T-12 at 24.

In Dr. Violette’s opinion, if Jost margin recovery is discontinued altogether between rate-

cases, HECO would be left with “distorted incentives.” The only way to monitor this potentjal
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distortion in incentives would be through regulatory oversight. See HECO T-12 at 37—43; Tf.
(8/31) at 838 (Violette).
’fhis was acknowledged in Final Report on Hawaii Energy Utility Regulation and
Taxation, Hawaii Energy Policy Forum, July 2003, where the authors stated in discussing the

DSM Stipulations that:

Recently the PUC has approved an agreement that will soon end the current
implementation of the financial DSM cost recovery mechanisms for HECO, MECO and
HELCO. Unless these financial mechanisms are replaced with some form of mandate or
alternate incentives, the current utility DSM programs are in serious jeopardy. Although
the PUC’s recent orders on this matter have received little notice, they represent a major
reversal of an important part of Hawaii’s energy policies. The mechanisms being
terminated quietly by the PUC were previously established by several years of
collaborative efforts by Hawaii’s energy sector stakeholders.

HECO T-12 at 27; see HECO T-12 at 42-43.

5. Recent Decisions/Reports

There have been a number of recent decisions indicating that state regulators and national
associations are revisiting DSM incentives and re-applying the same principles that helped create
-the initial set. of incentives for DSM at utilities that Became leaders in the development of energy
efficiency programs. (These were discussed in the testimony of Daniel M Violette, Principal,
' Summit Blue Consulting, that was submitted as HECO T-12 in HECO’s 2005 test yeér Tate case,
Docket No. 04-0113.) For instance, NARUC Board Resolutions in 2003 and 2004 indicate an
increased interest in providing utilities with appropriate compenéation to aggressively pursue

. . . . 85
investments in energy efficiency:

)] At its July 2003 Summer Meetings, NARUC adopted a resolution
calling for State and Federal Commissions to review and reconsider the
level of support and incentives for existing gas and electric utility
programs designed to promote and aggressively implement cost-effective
conservation, energy efficiency, weatherization, and demand response in

85 See Docket No. 04-0113, response to CA-IR-321 at 2-4. -
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/bofh gas and electric markets.

(2)  Atits July 2004 Summer Meetings, NARUC adopted a Resolution
on Gas and Electric Energy Efficiency that specifically referenced the. -
report prepared by the National Petroleum Council on “Fueling Demands
of a Growing Economy” (September 25, 2003), which identified key
elements of the effort to maintain and continue improvements in the
efficient use of electricity and natural gas where one of the elements was
to “remove regulatory and rate structure incentives to inefficient use of
natural gas and electricity.”

3) At the same July 2004 Meetings, the NARUC Resolution on Gas
and Electric Energy Efficiency recognized the recently adopted joint
staterment between the Natural Resources Defense Counsel (“NRDC”), the
American Council for an Energy-Efficient Economy (“ACEEE”); and the
American Gas Association (“AGA”), where the NRDC, ACEEE and AGA
urged public utility commissions to align the interests of consumers, utility
shareholders, and society as a whole by encouraging conservation.

@) Based on the above, it was resolved, among other things, that
NARUC’s Board of Directors “encourages State commissions and other
- policy makers to support the expansion of natural gas energy efficiency’
programs and electric energy efficiency programs, including those
designed to promote consumer education, weatherization, and the use of
high-efficiency appliances, where economic, and to address regulatory
incentives to address inefficient use of gas and electricity . . . .”

The EPA Report filed in this proceeding i)ointed out fhat there are a Vaylr'iety of DSM
incentive mechaﬁisms used in different states and provided examples from five states and
proviﬁces that incent tﬁeir utilities for pursuiﬁg DSM.?37 EPA Report at 31-34. |
| The July 2006 National A.ction Plan for Energy Efficiency; (“NAP”) that EPA facilitated
along with the U.S. Department of Enefgy pro?ided several other examples of incentiv;e :
mechanisms. See NAP, Chapter2. A copy of the NAP was attached as Exhibit A toHECO’s
Response to EPA Report. | |

- The NAP was developed by a Leadérship Group of 50 leading organizations representing :

8  Resolution Sponsored by the Committee on Electricity and the Committee on Energy Resources and

- the Environment (among others) at the NARUC Summer Meetings, Salt Lake City. Adopted by the
NARUC Board of Directors (July 14, 2004).

¥ EPA’s report entitled “EPA Comments in Docket No. 05-0069 for the State of Hawaii Public
Utilities Commission” (“EPA Report”) was filed July 26, 2006. -
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diverse stakeholder perspectives Vand “is a call to éction to utﬂities, state utility regulétors, |
consume; advocates, cénsumers, businesses, other state offiéials, and other stakeholders to create
an aggressive, sustainable national commitment to energy efficiency.” NAP, Executive
Summary at 6. The Leadership Group clearly saw utility incentives as a key. to overcome
barriers that have limited greater investment in progréms to deliver energy efficiency. One of the
five recommendations made by the Leadership Group is to “[m]odify policieg to align utility
incentives with the delivery of cost-effective énergy efficiency and modify ratemaking practices
to promote energy efficiency investments.” NAP, Executive Summary at 2.

6. History of Incentive Mechaniéms

'

As discussed in detail in Docket No. 04-0113 in HECO T-12 (Dr. Violette)®®, the general
trend in DSM incentives over approximately the past decade can be viewed as having three
phases. Phase 1 followed momentum in the reéulatory community for leasf—cost planning, which
resulted in NARUC’s landmark resolution calling for a utility’s least cost plan to also be its most
brofitable plan, along with recognition of the disincentives to energy efficiency embeddéd in

| current ratemaking methods. Based on this rationale, a number of state commissions adopted

o DSM comﬁensation mechanisms that addressed DSM cost recovery, lost margins and incentives.
, B}‘l‘l-99_3, approximately half of the state regulatory commissions (including Hawaii) had adopted

DSM incentives in one form or another. |

Phase 2 occurred in the mid- to late-1990s when a number of factors came together'and"
" resulted in DSM compensation being reduced or phased out altogether. Four féctors that
influenced the DSM compensation trend in this period included:

(1) Restructuring, which made it unclear whether the reguiated utility would still .
be responsible for DSM (in fact, in Pennsylvania, DSM programs were eliminated as

8  See HECO T-12 at ; HECO FSOP at 63-65.
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/"paﬁ of the move to retail choice);

@ The fact that many utilities did not have a rate case for an unusually long

period of time, resultlng in lost margins accruing to levels much higher than

anticipated when the DSM compensation was established (Washington, ancsota

and Massachusetts);

3) The increased competition in wholesale generation markets promoted by -

FERC’s allowance of market pricing and wholesale access for wholesale generators,

which established a rush to build merchant power plants and resulted in a glut of

capacity in many regions of the U.S.; and

4) Stable fuel prices (oil; natural gas and coal) during the 199QS, along with

improved electric generation technologies, which served to keep electricity prices. -

low.

As a result, events in the mid- to late-1990s resulted in a set of industry factors that led
many bregulatory commissions to reduce DSM compensation due to perceived high compensation
levels resulting from the long time periods between rate cases, and a lessening of the need for
cost-effective energy efficiency due to excess capacity and low electric prices. Not so co-
incidentally, the expenditures on energy efficiency also decreased substantially during.this :
period.

Phase 3 is the current period. The industry has turned another corner with the demise of

'Enron Corporation and the collapse of a number of energy traders; financing fof new power
plants has all but disappeared, and many planned merchant plants have been canceled. Fuel
prices are rising dramatically and many states are again concerned about the need for new
capacity and a correspondingly high need for DSM. The 2003 and 2004 NARUC Board
Resolutions indicate an increased interest in providing utilities with appropriaté incentives to

: aggreésively pursue investments in energy efficiency. Positions taken in support of incentives b'y"

the Alliance for an Energy Efficient Economy, the National Petroleum Council, the NRDC and

the AGA, as well as state commission decisions, all indicate a new trend.
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7. HECO Should Receive Compensation for Pursuing DSM |

The financial tréatment of DSM investment by the uﬁlit'y is very important, particularly
when HECO is proposing a sizeable expansion of its DSM programs. HECO strongly supports
the appropriateness of DSM utility compensation for the followihg reasons™:
¢y | Any non-utility DSM program administrator, with the possible exéeption of
government agencies, will require some level of compeﬁ;ation for préviding services.
(2)  Any kWhs saved through an énergy efficiency program reduce utility revenues. |
3) The IRP Framéwork recognizes .that‘ incentives should be established to encourage
band reward aggressive pursuit of d.emand—side.management pro-grams.

) The elifnination of lost margins and shareholder incentives simply subétitutés one
set of incentives for another set of incentives that drives HECO towards supply-side
solutions. |
%) Appropriate alignment of incentives with perfofmance is simply good public
policy. | |
In the event that the Commission establishes a third-party DSM administrator, that
~administrator would expect to be cofnpensated for its services at some level beyond thg simple
_ reéovery of its program and administrative costs. Even a non-profit entity would be looking to
enhance its financial coﬁdition to improve its abﬂity to serve its .consti_tue‘ntsb. The compensation
mechanism should be transparent regardless of whether the provider is the utility or a non—ﬁtility
" third-party. Therefore, HECO should also be compensated as a provider of a similar service
when administering DSM programs.

Any kwhs saved through an energy efficiency program reduce revenues that would have

8 HECO FSOP at 65-69.
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otherw/i'se'been recovered by the utility not only for the year in which thé program was
implemented, but also for some years into the future. This results in substantial opportunity loss
(in terms of earnings potential) for HECO going forwafd and fewer kWh sold on which to
recover fixed costs. As a result, itvis important that appropriate ﬁnancial compensation be
provided for energy efficiency DSM program implementation. HECO should not be pgnélized
fiﬁancially for implementing cost-effect_ive DSM instead of supply-side éltematives, which are |
allowed réturns on installed plant an(i facilities. HECO T-12 at 3; ._s_gg Response to CA-IR-319,
Docket No. 04-0113. |
This concept has been recognized in Hawaii’s IRP Framework, Which provides that
“existing disincentives should be removed and, as appropriate, inéentives should be established
to encburage and reward aggressive pursuit of demaﬂd-side management programs'. Incentivé :
mechanisms should be structured sio that investments in suitable and effective demand-side

management programs are at least as attractive to the utility to the investment in supply-side

n90

options.
| This statement of policy led the IRP Working Group in 1993 to accept (1) recovery of
» incremental DSM program costs, (2) recovery of lost marginé, and (3) positivé incentives that go
beyond just making the utility whole from a cost and expenditure-standpoint to providing for
some opportunity for an increasé in earnings that make the least-cost plan with DSM a
component of a profitable pl;m for the utility;
HECO has been usiﬁg approved cdmpensation mechanisms since .DSMAprograms were
‘ initiated in 1996 and has found that they aré reasonable incentives that motivate the utility to - -

pursue aggressive energy efficiency DSM programs. In particular, the shareholder incentive,

%0 IRP Framework JILB.7, p. 4.
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which i$ a shared savings mechanism, is a reasonable perfonﬁance based incentive — it rewards
energy savings and load reduction performance and low program costs.

This treatment of DSM compensation has been accepted by the California PUC and other
state regulatory bodies, as discussed in Dr. Violette’s raté case testimony (HECO T-12). The
Energy Actién Plan adppted on May 8, 2003 by the Califomia PUC, the California Energy
Commission, and the California Power AAuthorityAcalls for “pfoviding utilitieé with demand
responsé and energy efficiency investment réwards comparable to thé return on investment in
new power and transmission projects”. This >was followed by a decision by the California PUC

calling for recovery of lost margins for utility investments in demand response resources.”!

| Moreover, while the recovery of lost margins makes the utility financially whole, it»does
not provide an incenﬁve for thé utility to aggressively pufsue DSM. Dr. Violette’s rate case |
testimony discusses several alternative mechanisms for this incentive. |
Finally, it is critically important to recognize that all raté—setting policies embody
incentives of one type or another. The élimination of lost margins and shareholder incentives
simply substitutes one set of incentives for another.”> An appropriate incentive is one that does
_not reward kdistortions of investment, makes the least cost plan the most profitable for the entity
‘that is responsible for implementing that plan (in this case, the utility), and is clear and direct.

Eliminating all incentives for DSM could be counter to the public good, and would effectively A

establish incentives that reward the utility to direct its efforts toward supply-side alternatives.

9 California Public Utilities Commission, Interim Opinion in Phase 1 Addressing Demand Response

Goals and Adopting Tariffs and Programs for Large Customers, Decision 03-06-032, Rulemaking
02-06-001, June 6, 2002, p. 56.

2 HECO T-12, at 36-37.
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" done.

8. Response to Counter Arguments

- Renewable Energy Resource Use Is Mandated

Interim D&O 22420 suggested that it would be “inapprop:iate for HECO to receive
incentives to utilize DSM programs in an environment that . . . requires renewable energy
resource use, pursuant to the RPS, codified at Part V Chapter 269, Hawaii Rev1sed Statutes .

» However, the Renewable Portfolio Standards (“RPS”) law exphc1tly recognizes that ut1hty
incentives should be considered to encourage Hawaii’s electﬁc utility companies to use cost-
effective renewable energy résources.

The RPS law, as amended by Act 95 (2004) and Act 162 (2006), directs the Commission
to dévelop and implement a utility rate-making structure, by December 31, 2007, which méy
include but is not limited to pefformance—based ratemakihg (“PBR”), to provide incentives to
encourage Hawaii’s electric utility companies tb use cost-effective renewabie energy resources
found in Hawaii to meet’the renewable portfolio standards, while allowing for deviation if the
sfandards cannot be metin a co,st—effecﬁve manner, or due to events or circumstances béy;)nd the

193

utility’s reasonable control.”™ The implicit assumption of this provision is that the form of

regulation (i.e., the regulatory regime) can favorably impact the achievement of the renewable

portfolio standards. In essence, the Commission is asked to look at incentive—based regulation, -

as an alternative to the traditional command and control form of regulation, in which the

Commission directs the utility to do certain things, and imposes penalties if those things are not

94

> PBR was the only mechanism identified by name in the law for consideration by the Commission.

Performance-based ratemaking generally identifies performance criteria and incentives for exceeding
targets as well as penalties for falling short. .

In developing and implementing a ratemaking structure to provide incentives that encourage
Hawaii’s electric utility companies to use cost-effective renewable energy resources to meet the
renewable portfolio standards, the RPS law directs the Commission to determine the extent to which

94
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HECO,Has A Reserve Margin Shortfall
/ :

The Consumer Advocate (and Interim D&O 22420) suggest that it would be
“inappropriate” for HECO to receive incentives to utilize DSM programs in an environment that
involves a reserve capacity shortfall.

In CA-IR-320 in Docket No. 04-0113, Mr. Violette was asked to explain why, given
HECO’s need to add new resources to meet strong load growth, HECO should receive positive
incentives beyond direct cost recovery of the Commission-approved DSM programs to
encourage implementation of cost-effective DSM programs. “In other words, why would the
opportunity to implement cost-effective DSM programs to fulfill basic service obligations not be-
sufficient encouragement?” In response, he stated that -

it is a matter of good public and regulatory policy to provide positive incentives so that

investments in suitable and effective demand-side management programs are at least as

attractive to the utility as investments in supply-side options. Load growth, coupled with

the time required to implement new supply-side resources, provide an incentive to a

utility to pursue demand-side resources, at least in the short-run. But that does not mean

that requiring the utility to accept uncompensated risks as its ‘reward’ for meeting its
service obligation is good public or regulatory policy. That would be comparable to
arguing that a utility should not be compensated for costs incurred in restoring its system
after a natural catastrophe, because the utility needs to restore its system anyway in order
to provide service. In the longer term, the ‘message’ conveyed to the utility would be
that it should focus its future efforts on the supply-side of the equation.

He also noted that part of the rationale behind the provision of positive incentives for
implementation of cost-effective DSM programs stems from the alternative, i.e.,.a command and -
control approach imposed by the Commission. Given that traditional rate-of-return regulation

provides incentives that discourage utilities from pursuing cost-effective DSM, one solution to

 this problem can be increased oversight by the Commission and a greater reliance on command :

any proposed utility ratemaking structure would impact electric utility company profit margins, and
to ensure that the electric utilities” opportunity to earn a fair rate of return is not diminished. In
essence, the RPS law recognizes that the imposition of renewable portfolio standards, and the
requirement that utilities take actions such as implementing energy efficiency measures to achieve
those standards, create certain risks for the utxhty
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- and control regulation. However, most regulatory coinmissioiis have limited resources to
monitor iitility behavior, and the adoption of incentives that re-enforce the desired utility
behavior without the imposition of intense regulatory oversight (due to having to overcome the
negative financial outcomes to the utility that can result from DSM) is another desirable
outcome. Finally, suceessful DSM depends on the iiinovation and commitment of the utility and
this is best accomplished through appropriate incentives rather than the use of regulatory
mandates requiring commission oversight: | |
In summary . . . there is evidence that incentives make a difference in the level of
commitment to investments in energy efficiency. Working out a set of financial

mechanisms whereby the utilities least cost plan is also their most profitable plan makes
good sense. Appropriate alignment of incentives is simply good public policy.

t

DSM Expenditures Are Just Like Other Expenses

The Consumer Advocate appears to believe that expenditures for energy efficiency DSM
programs are just like other O&M expenses, and since no “incentive” is necessary for utility to
incur O&M expenses, no “incentive” is-appropriate for DSM programs.

Both ihe premise for the argument and the conclusion are wrong. Expenditures for
energy efficiency DSM programs aie not just like other O&M expenses; and incentives are

| appropriat_e for energy efficiency DSM progifams, as NARUC has recognized, as other regulatory
conirhissions have recognized, as the NAP has recognized, and as this Commission has
recognized in the past.

A utility incurs O&M expenses in providing electricity to its customers, and it is through
electricity sales that the utility recovers its fixed costs, including a return of and return on its
investment. (Inereased saies may lead to the need for further investment, but the utility will be
eniitled to an opportunity to earn a fair return on that additional investment as well.) |

In contrast, a utility incurs energy efficiency DSM program expenses in order to reduce

198



the sal?ls of its product. Reducing sales reduces the utility’s profitability.95 As Dr. Violette
demonstrated, under rate of return regulation (i.e., using revenue requirements_, comprised of
capital, a return on capital, and variable costs), HECO will lose money (i.e., receive less nét :
revenues after aécounting for variable costs) on each kWh successfully delivered through its
energy efficiency programs.*® Regulatory lag is recognized as a powerful incentive that has
served as one of the principal arguments for rate of return regulation. Discontinuing the
coll'ectioﬁ of lost margins would impéct the positive impacts of regulatofy lag as an incentive for
keeping costs down. Given that HECO is proposing to almost triple DSM expenditures, thé
revenue losses will likely force more frequent rate cases, causing additioﬁal expense for all
concefned, as HECO will need to readjust the test year sales to cémpensate for kWh conserved.
HECO T-12 af 3,37-39. |

Single-Issue Ratemaking.

- Some of the parties attempted to associate lost margin recovery with “single-issue
ratemaking.” The analogy is not applicable. Expenses in future years may be higher than or
~ lower than those assumed in setting rates. In contrast, lost margins will always have a negative

“impact, so the impact is asymmetric. More importantly, the better the job the utility does

> That is not the case with load management DSM programs, which generally are de'signed_ to reduce

the peak load that the utility must serve, without significantly affecting sales.

Under current rate making policies the utility is allowed to earn a fair return on its capital
investments in generation. In contrast, when a utility promotes effective energy efficiency DSM
programs, (1) revenue is reduced by more than the reduction in variable costs due to lower sales, and
(2) without utility compensation, the energy efficiency programs fail to earn a return at the same time
they defer those capital investments in generation upon which the utility can eam a fair return.

Energy sales are reduced from the levels that otherwise would have occurred without DSM. The
reduced levels of energy use result in reduced costs to supply the energy, but also result in a larger -
reduction in revenue to the utility. Embedded in that revenue is not only the fair return allowed by
the Commission on the utility’s investment in generation, but also some contribution to the utility’s
fixed costs to serve its customers. Consequently, if a utility implements effective energy efficiency

- programs without a utility incentive; not only is there a potential foregone opportunity to invest that
money in an endeavor that would produce a fair return, but it also contributes to an erosion of the
utility’s revenue to offset its fixed costs and maintain its level of profitability. Response to
HSEA/HECO-IR-8. ‘ '

96
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impleryfenfing energy efficiency, DSM programs, the bigger .the ne'gativé impact will be. Tr.
(8/31) .at 807, 810, 813 (Hee, Violette), citing EPA Report at 30.

Frequent rate cases are not the answer, because rate cases only look at the test yez_iri
impact of DSM programs, when the impact increasés each year after arate case (if the DSM
programs continue). Even the DOD.suggested that the impact considered in a rate case test year
might need to look at the impact in the year after the test year. Tr. (8/31) at 812 (Brubaker).

C. UTILITY DSM INCENTIVES -

1. Factors to Consider in Developing Incentives

Under the IRP Framework, three issues should be addressed in the development of a
| DSM'incentives structure: (1) recovery of incremental D.SM program costs; (2) lost margins,

since it is widely recognized that reductions‘ in kWh sales can result in the erosion éf the |
recovery of fixed costs (all kWh'sold contribute to the recbvery of fixed costs designed to serve
current and forecasted load gréwth); and (3) positive incentives ‘that go beyond just making the
utility whole from a cost and expenditure basis to provide fof some increase in éarﬁings that
make the least-cost plan with DSM as a component the most profitable plan for the utility.
HECO T-12 at 22. |

2. Original Utility DSM Incentives -

Three DSM incentive mechanisms were included in HECO’s existing programs. S@: '
Appendix I to the Summary Report of HECO’s 1993 IRP, Docket No. 7257,‘ filed JuIy 1, 1993.
(Two of the mechanisms, pfbviding for the accrual of lést margins between rate cases and the
‘ accrual of shareholder incentives, were allowed to continue until May 2006 and then
discontinued.)

- The three mechénisms addressed each of thé three issues discussed_in the prior question

and answer. The merits of these DSM incentives were developed in a working gfoup comprised
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of a large number of stakeholders in Hawaii with most of the élements of the DSM incentive
mechanisms receiving essentially unanimous support by the members of the working group. The
document prepared by the working group shows that a thorough review of the options was
undertaken and documented in Appendix 1. HECO T-12 at 2.

Incremental DSM Program Costs

With respect to incremental DSM program costs, program costs are expensed and
recovered annually through the IRP Cost Recbovery Provision, in the Residential, and
Commercial & Industrial DSM Adjustments (referred to as the “IRP Clause™). Appendix I

indicated that all members of the working group concurred with expensing and recovering
proéram costs annually. HECO T-12 at 2.
Lost Margins
Lost margins were also calculated and recovered through the IRP Clause. Appendix I of
HECO’s 1993 IRP Summary Report indicates that members of ’the working group concurred
| with this treatment of lost margins.

Shareholder Incentives

A number of shareholder incentive mechanisms were evaluated. The working group
agreed with a proposal where HECO would receive 10% of the net benefits calculated (on an
after-tax basis) using the utility cost benefit/cost test, with the balance going to ratepayers.97

The shared savings mechanism rewards the utility for achieving high levels of net system

benefit. Net system benefits are equal to the net preseht value of the energy savings and load

o1 Appg:ndix 1to HECO's IRP filing (June 14, 1993) discussed the need for additional incentives above

cost recovery and lost margin recovery that just make the utility financially whole. The Ad Hoc
Group working on the Cost Recovery, Lost Margin and Shareholder Incentives Appendix I found
concurrence between HECO, the Natural Resources Defense Council, and the Department of
Business, Economic Development, and Tourism. The Consumer Advocate had not formulated an
opinion by that time. HECO T-12 at 47-48. '
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reductif&né acquired, less program costs.

| The system benefits of energy savings and load reductions are measured by the additional
energy and capacity costs that would have been incurred by HECO in the absence of the aoquired
energy savings’andr load réductions. Program costs ’currently consist of customer incentives, |
direct labor, and outside services necessary to administer the programs, but do not include the
cost of measurement and evaluation efforts, nor do they include the current shareholder
incentiveo. HECO is comoensated With 10% of the net system beﬁefits - t}ius, this mechanism
“shares the savings”, with the majority of the net system benefits apportioned to HECO’s
customers. Therefore, the mechanism inherently aligns the interests of costomers and
| shareholders. |

| This shared savings mechanism has proven 'to be a reasonable basis for utility
compensation. The compensation level is tied to the system value of energy and capacity
through the avoided cost analyéis, and the mechanism is performance based. Greater énergy
savings and load reductions achieved through the DSM programs at lower cost'incfease the net
system benefit and lead to higher compensation levels for the utility. Lower savings and
‘reductions, and higher program costs lead to lower compensaﬁon levels. Al'thoogh‘the
fnechanism requires a quantification of avoided cost, the concept is easy to grasp. ItA has been
used 'successfully since thé DSM programs were initiated in 1996, and as a result, the parties are
familiar with its calculation. The shared savings scheme is one of the incentive mechanisms
included in the Commissioo’s IRP FrameWork.

. Mechanisms Worked

When considering future alternatives, it is useful to assess how current mechanisms have

been working. In the opinion of Dr. Violette, these DSM incentives mechanisms worked.
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~ HECO responded with a set of aggressive DSM programs that have attained substanfive sayings,
on the order of 197,952,000 kWh, over the eight-year period_‘from 1996 to 2003. HECO T-12 at
-25.

- With respect to the lost margin recovery mechaniém, however, the pgriod Qf time
between rate cases allowed the lost margins number fo accumula_te to a level that was probably
unexpected by most of the working groﬁp participants when it §vas adopted (i.e., the length of
time between rate cases has si‘mply allowed that number to accrue to a magnitude larger than it
would have been if rate cases been held every three to four years). Given HECO's commitmgnt
to p:roposed DSM programs, incentives (whether they. are the same as those currently in place;
1.e., \shareholder and lost margins mechanisms, or some other type of mechaniém) become éven
more important. HECO T-12 at 25. |

3. Rate Case Proposal

Dr. Violette was asked to develop alternatives to the current shareholder incentive
rﬁechanism. ‘He considered several appfoaches and attempted to work within the constfaints of .
the DSM Stipulations.98 Based on his review of approaches, he recommended a two-part

. incentives mechanism, and an element that makes the incentives mechanism more performance-
based. ~ The two elements of the proposed incentives approach included (1,) limiting the |
accumulation of lost margins to three years, thereby restricting lost margiﬁs from accumulating '
over periods of time ionger than may have been originally envisioned; and (2) providing a fe_tufn

" on program costs (i.e., the element of the current shareholder incentive that is not recovery of

lost rhargins) equal to 15% of HECO’s expenditures on DSM. The second element of the

proposed incentives element includes a performance-based component where the amount of the

% The DSM Stipulations are discussed in an exhibit to this Opening Brief.
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incenti["les‘ would be determined by how successful HECO was in achieving energy savings.
HECO T-12 at 28-29.

As aresult of this recommendatioﬁ, the DSM utility incentive proposed in the rate éase
consisted of two.components, including (i) a reasonable return On program costs, and (2)
compensation for the shortfall in theAcontributio‘n to fixed costs resulting from the reduction in-
eiectricity sales. The test year estimate of the cost of the DSM utility incentive was $8.8 million.
See HECO-lOl 8. This figure was bz;sed on current rates and was Subject ~,tb change based on the
final outcome of rate design in the rate proceeding. Of the total incentive, $2.7 million was the
return on program costs, and $6.1 million was for the recovery of the fixéd cost shortfall. HECO

| T-10 at .52; response to CA-IR-306.- |
| In devéloping the DSM Utility Incentive méchanisms- proposed in the HECO rate casé, :
HECO tried to be responsive to its understanding of the DSM Stipulations. Thus, HECO’s rate
case proposal for DSM utility incentives was significantly different from the existing lost margin
and shareholder incentive methodology, and recovery of the utility incentive wéuld not be made’v
through a surcharge mechanism, but throu‘gh‘ base rates.

HECO also proposed to put DSM utility incentives in base rates becéusé (1) the amount
of DSM utility incentives ﬂoWing through a surcharge would be feduced, and (2) thé regulatory |
lag would be eliminated.

There is an advantage to ininimizing fhe surcharge amount, because a lower surcharge
amount results in s‘maller adjustments to bés¢ rates, thereby maintaining éustprﬁe:s bill amounts

- as close to the test year approved rates as possible. Moreover, recovering the DSM utility
incentive ih base rates eliminates regulatory lag‘. By embedding the DSM utility incentive into

base rates, the incentive would be recovered in the same year that the incentive is earned. Under
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the former mechanism, the shareholder incentive was recovered ex-post (i.e., in the year after the

incentive was earned). HECO T-10 at 53.

Return on Program Costs
' The return on program costs was derived by multiplying the total cost of the enérgy

efficiency DSM programs by 15%. HECO-1019. Based on the testimohy of Dr. Violette, 15%

is a reasonable level of return for cOmpénies engaged in the sér&ices line of Business. HECO T-

10 at 54.

In arriving at his recommendation thatl the return on program costs be set at 15%,

Dr. Vioiette developed several options for how this element of the incentive mechanism could be

struétured. In his opinion, the one that best reflects the current utility business environmenf was

the “enterprise model;’ approach, embedded with the recbvery of lost margins. The enterprise

model approach would recognize that the utility is being asked to operate @der a different

business model if energy efficiency becomes one of its areas of emphasis. The traditional utility

ié a capital-intensive enterprise that buiids power plants and transmission lines and invests in

distribution plant. The positions taken by the Commission (through the IRP Framework) and by
- the State of Hawaii (through its Energy Policy to reduce reliance on imported energy sources)

deﬁonstrate that they wanf the utility to also deliver energy efficiency and ioad managemeht

programs. This changes the traditional capital~intensive utility model anci moves the model

under which HECO éperates toward a service enterprise. The utility is now entering into é _

service.business in addition to its traditional business of producing electricity. HECO T-12 at

30-31.

There are many examples of serviée businesses - business servic_es firms, engineering

services firms, accounting services firms, management and public relations services firms, and
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others [ but none of them works for a zero or even a negative return. Dr. Violette’s experience
with service industry enterprises -

suggests that rates of return in the range of 10%-20% of costs are common. This
experience includes direct involvement over many years in the valuation of more than -
a dozen service companies for acquisition. Although it is difficult to gather profit or
rate-of-return data on narrow industry categories, my view regarding the appropriate
rate of return is supported by publicly available data showing that rates of return in
common service industries average around 20% pre-tax. Specifically, the rates of
return over the past year for four business services categories are shown in the table

below: : :
Rate of Return
(Profits divided by
SI1C Industry Costs).
7300 | Business Services . 21.6%
, Engr, Architect, Survey A

8710 | Svcs , L 5.9%

: Account, Audit, Bookkeep
8720 | Svcs ' 27.2%

: - | Mgmt and Public Relations
8740 | Svcs | 14.5%
- Weighted Average . 20.8%

These data show that the average rate of return for these four service categories is

roughly 21%. Taking a conservative view of these data and based on his experience
- with the energy services industry, I conclude that a 15% before-tax rate of return

applied to HECO’s expenditures on DSM is an appropriate incentive for HECO.

HECO T-12 at 31-32.

‘Shortfall Compensation

Dr. Violette proposed that lost margihs (i.e., the shortfall in the contribution to fixed
costs) be based on the rolliﬂg périodmethdd where thelavera'geA 1¢ngth between the last four rate
~ cases be used to set a limit for the length of ﬁme lost margins can accumulaté. This would allvow .
lost margins to accrue for 6nly about three yearé, after which théy would be tmncafed to zero.

HECO T-12 at 29.
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A number of states have limited the amount of time lést margins can accumulate
(Massachusetts and New Jersey). Massachusetts used this Rolling Period Method through which
the lost margins associated with a specific year of DSM implementation would be recovered for
a period equal to the average length of time between each of a company's last four rate cases, or
until new rates take effect subsequent to a new base rate proceeding. First, the Massachuseits
Department of Telecommunications and Energy (DTE, formerly DPU)) fouﬁd that, because the
Rolling Period Method allows for the recovefy of lost margiﬁs for a period equal to the average, .
historical time span between rate cases, it pr(iyides a reasonable approximation of an electric
company's costs that would be sought in a rate case pfoceeding and thus represents é reasona‘ble
appfoximation of the extent to which the company's implementation of DSM programs wili, over
time, permit the company to reduce the costs of providing electric service to its ratepayers. |
D.P.U. 94-4-CC at 42 (1994). Second, the DPU found thaf the Rolling Peri'od Method will
provide the utility with a direct and consistent incentive to redﬁce costs and improve the
éfﬁciency of its operations. Finally, thevDPU found that this method is consistent with precedent,
could be applied to all electric companies, and would be relatively simple to administer.*

.HECO T~12 at 29-30; see Tr. (8/31) at 835-36 (Violette).

The estimate of the shortfall in the contribution to fixed costs was déveloped to be equal‘
to the annualized amount of fixed cost contribution to revenue lost from the implementation of
DSM programs over va period of three program years. HECO T-10 at 54.

Fixed costs include administration' and general (“A&G”) costs, fixed operations and

maintenance costs, depreciation, taxes, and a return on rate base. These costs are recovered

% . After restructuring in Massachusetts, lost revenues was not deemed to be a significant issue for

distribution electric utilities as their generation units were sold off. While lost revenues has declined
in importance for distribution-only utilities, the distribution electric utilities in Massachusetts do .
continue to earn an incentive on their DSM expenditures. Response to CA-IR-323.a, Docket No. 04-
0113. ' ‘
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throug?’l eﬁergy and demand charges in the Company’s rates. When DSM measures reduce the
amduﬁt of energy and demand sold, the Company does not recover the fixed costs 4embedded in
those rate components. HECO T-10 at 54-55.'% |

Three prégram years was used to derive the test year fixed cost shortfall, because three
years is approximately equal to the average interval between rate cases, based upon the lést four
réte cases and the current rate proceeding. This method of deriving the number of program years
is similar to the Rolling Périod Methéd cited in HECO T-12. HECO T-10 at 55.

To avoid double counting the recovery of fixed costs if a rate case were to be filed iﬁ
three years (i.e., in 2008), any amount of fixed cost shortfall that is recovéred under this
mechanism, but is later embedded in base rates through a reductién in future test year sales,
wouldi be returned to-customers through a pfoposed DSM Reconciliation Clause. _S_ég HECO» T-
10 at 55-57.

Performance Based

HECO’s proposed DSM Utility Incentive was “performance—based”, to Athe .ex'tent
practical, using a base-rated mechanism.'"! Performance-based incentives are incentives that are
“earned based on how much of a pre-specified goal a company achieves. If the cbmpa’ny exactly
meets the goél, it would be awarded the target incentive amount. ‘Lesser achievemeﬁts would
earn lesser awards, and oizer-achieve'ment would be granted additional awards so that the

incentive mechanism continues to promote the desired actions even after target goals are met.

1% The fixed cost contribution per kWh that is recovered through the energy charge is equal to the

revenue received per kWh less the fuel and variable O&M costs. Fuel and variable O&M costs vary
with the amount of kWhs sold and are not incurred if the kWh is not sold. Since all of the revenue -
recovered by the demand charge is a contribution to the cost of capacity, the fixed cost contribution
per kW is the entirety of the demand charge. To calculate the estimate of shortfall in fixed cost
contribution by program year, a unit fixed cost per kWh by DSM program that combined both the
fixed cost contribution from energy and demand was calculated for a historic year. HECO T-10 at
55.

191 HECO T-10 at 53-54; see response to CA-IR-306 in Docket No.'04-0113.
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/"In HECO’s case, if HECO failed to achieve the program KW reduction target it would -
recover less than the utility incentive included in base rates. If HECO exceeded th¢ program
KwW tar’get, it would recover more than the utility vincenvtiVe included in base rates. The Coinpany
should be able to earn its full 15% retﬁm by achieving the agreed-upon level of KW savings. If
the KW savings were greater than or less than the target amount, the incentive would be édjusted '
up or down proportional to the level of achieved'savings as a share of thé target savings.'”> In -
this way, .HECO Would oniy receive :an incentive in proportion to how squessfully the Company
achieved the objectives of the energy efficiency programs for which the incentives are designed.

In order to make the mechanism pefformancefbased, HECO propbsed to reconcile the
amount.of DSM utility incentives with actual DSM impacts. Wifhin three months after the end
of the .calendarv year, HECO would reconcilé the actual amount of program kWh s-avved with the '
test year estimates. If the actual savings are lower than thé test year estimates, HECO would
return a prorated share of the iﬁcentives. If the actual savings were higher than the test year

estimates, HECO would collect a prorated share of the incentives.

DSM Reconciliation Clause
HECO proposed the DSM Reconciliation Clause'® because:

(D It would reconcile actual customer incentives paxd with customer incentives
included in base rates, '

2) It would recover the costs of approved DSM programé not included in base
rates, :

3) It would prov1de an accountlng of the actual performance of the DSM
programs, and

192 For example, if HECO achieved 110% of the target kWh savings, the company would receive 110%

of the target incentive dollars; if the Company achieved only 90% of the target savings, it would
receive only 90% of the target incentive dollars

103 See HECO T-10 at 57-61.
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(G It would allow only the actual utility incentive earned by the Company to be
recovered.

The Company proposed to reconcile only the customer incentives and not the entire
program cost. Program costs include administration, advenisiné, labor and other components,
the cost of which are sometimes not easily supported by documents as directly attributable to the
impleméntation of DSM programs. On the other hand, customer incentives: -

1) Are clearly attributable as costs of theA programs,

2) Vary with customer acceptance of the DSM measures, and are, therefore, not
directly under the control of the Company,

3) Are readily quantified using incentives paid to program participants, and

@) Account for more than half of DSM program costs.

The DSM Reconciliation Clause would be implemented on a singlg: fixed price per kWh
saved basis and applied to all rate schedules (except Schedule F). Within tﬁree months of the
end of the calendar year, the Company would include in its A&S Report the actual customer -
iﬁcentives paid and annualized kWh saved by all DSM prdgrams for the program year.

The DSM Reconciliation Clause would consist of two components. In the first
component, the actual customer incentives would be compared to the test year customer
incentives and the difference would be included in the reconciliation balance. (This component
would also recover costs for programs not included in base rates.'*)

In the second component the actual annualized kWh saved during a calendar year, due to

the measures installed and actions taken in such year, would be compared to the targeted savings

1% The DSM Reconciliation Clause also would be used to recover the program costs of approved DSM

- programs that are not included in base rates. If new DSM programs targeting different measures or
market segments to further reduce peak demand are approved by the Commission, the cost of these
programs would be recovered through the DSM Reconciliation Clause (as modified by the
Commission in approving such new DSM programs) on a prospective (concurrent) basis. HECO T-
10 at 61. :
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perforr;iaﬁce. The difference between actual and targeted kWh reductioﬁs (actual less target)
~ would be multiplied by the ﬁxed price per kWh incentive. If the difference was positive (i.e.,
actual is greater than target) it would be added to the reéonciliation balance. If the differeﬁce_
was negative (i‘.é., fhe actual is less than target) it would be subtracted from the reconciliation
balance. | |

The reconciliation surcharge,woqld be equal to the sum of the two components that make
up the reconciliation balance (plus abplicable revenue taxes) divided by the projected sales for
the period. The collection or return would be made over the following 12 months, or a shoﬁer
beriod if the amount to be collected/returned was too small in dollar terms to recover over a 12-
month period, in cents/kWh through the DSM Reconciliation Claﬁse. See proposed Tariff Sheet
No. 89 in HECO T-22; HECO T-10 at 59; HECO-lOZS . In order to simplify the re‘conciliiati(v)n, :

interest would not be included in the calculation.

4. EE DSM Docket Utility Compensation Proposals

HECO’S Alternatives

In this proceeding, HECO proposed two additional alternatives for DSM utility
f;ompensation. The ﬁrét alternative is a shared savings mechanism as the basis for qtil-ity ;
compensation for the administration and aggressive pursuit of enérgy efficiency. The advantages
posed by the shared savings mechanism include: (1) it is performance-based, such that higher .
energy savings and load reductions, and lowér program costs resuit in greater levels of
compensation; (2) the value of benefits are linked to actual system needs; and (3) the mechanism

~ is currently in use and familiar to the Cominission, Consumer Advocate, and the Company.
HECO FSOP at 78. HECO’s first utility compehsation alternative does not include the recovery

of fixed cost shortfalls between rate cases. The shortfalls are recovered through base rates in a’
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general rate case when the impact of energy saviﬁgs resultingA from DSM programs is included in
the test year sales estirhate. Response to RMI/HECO—IR~19.‘.b.

In addition, HECO proposed to reduce its share of the savings by half, from 10% to 5%.
HECO FSOP at 78. Based on the avoided costs provided in Exﬁibit 12 to HECO’s FSOP,

) . o

HECO estim.ated that a 5% share of the net benefits would be approximately $3.0 million
annually assuming that the utility continues to be the. administrator for all DSM programs. See
Exhibit 13, lines 27-32, to HECO’s FSOP. The calculation of net benefits would use uﬁlity costs 4
as program costs, excluding measurement and_ evaluation costs that would be incurred separately
by the Commission. Utility compensation would also be excluded from program costs, beéauée
it is not a direct program cost, but rather the result of the performance-based cémpensation-
mechanism.'® HECO FSOP at 78-79.

The Company’s second alternative proposed the recovery of the shortfall in fixed costs
combined with 15% of program costs (excluding the program costs for the load management
ﬁrograms). However, the shortfall in fixed costs reCévery would be limited to one year;s worth -

of shortfall and would not be cumulative. The approximate compensatidn level would be $3.6

. million for the first year of full DSM program implementation, and about $5 million thereafter as

105 DSM utility compensation is paid for by ratepayers, but should not be iricluded in the costs used

in the calculation of shared savings. A circular logic would result if utility compensation were to be
considered a program cost for calculating net benefits for purposes of the compensation mechanism.
Response to CA/HECO-IR-11; see also HECO’s response to RMI/HECO-IR-6. For example,
lowering program costs should increase net benefits and result in higher compensation for the utility.
However, if the higher compensation was included as a program cost, then program cost would
increase as a result, and therefore, lower compensation. '

This would be akin to calculating the profits of a business for income statement purposes and then
recalculating the income statement by increasing expenses by those same profits, simply because the
profits are paid for by its customers. The program costs included in HECO’s proposed Modified
Utility Cost Test shared savings mechanism should conform to the cost elements included in the
“California Standard Practice Manual: Economic Analysis of Demand-side Programs and Project”.
Response to RMIVHECO-IR-5. If the higher compensation was included as a program cost, then
program cost would increase as a result, and therefore, lower compensation. See response to
RMI/HECO-IR-6. o
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shown in lines 33-39 of revised Exhibit 13. In this altemativé, the Company included the .
recovery of fixed costs .mechanism as an interim transition ﬁieasure until the issue of decoupling
can be evaluated. If a decoupling mechanism is adopted, HECO would implement that decisioﬁ
and the temporary transition fixed cost recovery mechanism would terminatg. HECO FSOP at
79.

Under either alternative, the corhpensation would not bé paid to HECb unless the
Compaﬁy attained at least 80% of the energy ‘efficiency KWbload reduction goal. Once the 80% 4
threshold attainment level is reached, HECO would then be eligible for compensation as
'detérmined by the mechanism. Further, under either eilternative, the amount of total
corni)ensation would be capped at $4.0 million before taxes. HECO FSOP at 79.

An 80% threshold is a rélatively high standard. However, utility compensation shéuld Be
alloWed not only when it achieves superior performance with respect to DSM programs, since
that is not the case ovn the supply side, and would not create a .Ielvel playing field for the -
éxpenditureswith respect to DSM resources versus 'supplyb side resources. If net benefiis are
being provided to ratepayers, then the utility should receive some compensation. Tr. at 862-63

- (Violette). ‘In other words, whatever benchmérk is set should not prevent the utility from earning
- some compensation on energy efficiency spending when the spending proVides net benefits to
ratepayers. Tr. (8/31) at 866 (Violette).

Selection of Utility Compensation Mechanism .

HECO made three utility compensation proposlals in order to facilitate discussion. HECO
stated that it was open to any of the three proposals, or some version of any of the three
proposals in order to come to substantial agreement on the issue of utility compensation. See

response to DOD/HECO-IR-1-17. HZECO also stated that it is willing to consider alternative -
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compex{{saﬁon mechanisms as well as different levels of compensation, ﬁrovided that the
. incenti'ves are perfonnance‘b_ased, i.e., that are allowed to rise or fall depending on the actual
energy and demand reductions realized each year. Response to DOD/HECO-IR—l-lG; see élﬁ
responses to DOD/HECO—IR-I—Z, DOD/HECO-IR-1-17, RMI/HECO-IR-19.a, and |
HSEA/HECO-FSOP-7. |
EPA Report

The EPA Report identified se'veral key factors characterizihg utﬂit‘y‘ incentives:

(1) Net DSM benefits are often a key input into incentive mechanisms.

(2) Where incentives are based on net DSM benefits, the incentive is calculated based on
every unit of TRC achieved (not just above a target).

. (3) Utilities have a minimum performance level that they must exceed before they are
eligible for an incentive award. This minimum performance level is typically set at some

level below the utility’s DSM target.

(4) The metric for the minimum performance level is often different than the metric upon
- which the incentive payment is based.

EPA Report at 31-32.
| Based on those key factors, the EPA declared that: “The alternative DSM incentive
‘mechanism offered by HECO appears more reasonable when> compared to its ihitial proposal.
The moderate share of savings proposed combined with a perforrﬁance target appear favorable
when compared to an approach based on a percentage of expenses with no performance target.”
EPA Report at 37-38.
HECO’s first alternative DSM incenﬁve mechanism, which is based on'a share of the net
- benefits with both a minimum performance level (80% of the DSM target) and a cap ($4 millioﬁ)-'
on the amount of incentive received, would be an acceptable approach from the Company’s

perspective. HECO FSOP at78-80.
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Panel Hearings

HECO?’s current proposal is that utility compensation should be based on 5% of the net
benefits of the energy efficiency DSM programs, based on the modified utility cost test.'®® (The
utility cost would not include the compensation paid to the utility as an incentive.) The utility
would receive no compensation if it achieved less then 80% of the annual megawatt goal, there
would be a cap on the incentive of $4 rﬁillion before tax per yeer, and the Coﬁpensation would
be paid ona prospective basis, trued-up in the following year for actual achievements. Tr. at
869-70, 875-76, 909-10, 912, 952 (Hee). Undef this mechanism, HECO confirmed that it was
not esking for lost margin recovery outside of a rate case. Tr. at 922 (Hee). |
| The two determinations to be made by the Commission are the annual megawatt goels,

and the thresholds to Be achieved before any compensation is earned. Tr. at 873 (Hee). The 5%
of net benefits would be based on regulatory judgment. The range of perceetages is5-20
percent in other jurisdictions, so 5% is at the low end of the raﬁge. Tr. at 874-75, 877 (Violette).
’fhe 80% threshold was based on HECO’s willingness to commit to a substantial amount of the
energy efficiency goal before receiving compensation, as well as the recognition that there was a
~need to ha\}e a threshold. Tr. at 875-76 (Hee).
| Some other measure of cost could be used in measuring net benefits; For example, RMI

proposed using TRC costs. Tr. at 910, 913 (Data). There are difficulties in using TRC costs,
however, which is why utility costs were picked when the existing shareholder incentive |

 mechanism was established. In addition, the percentage of net benefits allowed as utility

compensation should take into account the cost measure used to determine those benefits.

106 This is the first alternative discussed above.
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RMI’S/;Alfemative

RMT’s utility compensation mechanism was tied to avoided investment costs, and
assumed that decoupling was in place so that lost vmargin recovery did not have to be takgﬂ »into
consideration. Tr at 942-43 (Freedfnan); see Respdnse to HECO[RMI—IR- 142.

There was substantial discussion regarding the return on equity that the Company would
forego as a result of implementing DSM programs. HECO also questioned RMI’s calculation of
the avoided return on equify, since RMI looked at annual revenue fequirepients and did not take
into account the fact that the util.ity would receive a return on invegtment during every yearbthe
avoided plant was available. See Tr. at 900 (Violette), 143-46 (Freedmaﬁ).

Conceptually, RMI made two errors in its calculations: (i) it applied the equity
perceﬁtage to the revenue requirements, rather than to rate base and (2) it did not gl;oss up f01;
income taxes. In the “No Future EE DSM” case, the capital investment is made in 2015. In the
“With Future EE DSM” case, fhe capital investment is made in 2024. The differential average
rate base investments between the coal unit instailed in 2015 (“No Future EE DSM” case) and
~ the coal unit installed in 2024 (“With Future EE DSM case”) can be calculated. To determine
‘the amount equivalent to the foregone net income of investing in the coal uhit, the equity %

times the rate of return on equity should be applied to the average‘ réte base difference between
the two plans (rather thanv the annual revenue requirements difference). In order for share‘ﬁo_lders ‘
to net the equivalent net income amount ovef the study period, the amount collected from
ratepayers would also have fo be grdssed-ﬁp for income (and revenue) taxes:

In HECO’s view, the foregone return on equity would not necessarﬂy serve as a basis for -
setting the'utility compensétion (and could result in substantially more éompensétion then the

Company is requesting if correctly calculated), but HECO committed to providing a calculation
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~ of avoided capital costs so that that information would be available to the Commission. See Tr.
at 915, 917-20 (Hee). HECO will provide the calculation to all parties and participants.

Third-Party Administered DSM Programs

- HECO does not plan to seek to recover lost margins and shareholder _incentives on
programs administered and implemented by third—paﬁies. However, in the utility’s general rate
cases the lost margins due to third-party DSM programs would be embedded in the utility’s new
base rates as the result of the ;est year sales eétimate. (Note ihat the third-party administrator, on _
the other hand, would likely receive compenéation for administering its DSM programs.)
Resbonse to CA/HECO-IR-12.

Traﬂsition

Should DSM éxpenses énd utility compensation Be approved for inclusion in base rates,
HECO proposed that, du;ing the period until the next rate case (when recovery would be
incorporated in base rates), HECO recover the DSM expenses énd utility compensation through a

DSM surcharge.

5.  Alternative Compensation Methods Explored In Rate Case

vIn his rate case testimony, Dr. Violette described some of the other options he considered
before arriving at his recommended "enterprise model” approach. He scréehed a number of
alternatives and gave coﬁsideration to four other options. These. opt.ions Would also be combined
with lost margin recdvery capped at three years to complete the package of DSM utility
~ incentives. The other specific options considered included:’"’
(1) ~ Fixed payment method — This would call for a simple fixed payment to HECO for every
kWh it demonstrates has been conserved through the utility's programs. This approach would be-

performance-based in that HECO would only receive payments for what was achieved. In
addition, it has parallels to the way in which supply-side investments are treated. In this case,

107 HECO T-12 at 33-35; see HECO FSOP at 74-78.
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HECO)/could be viewed as building a DSM power plant. Once the power plant is constructed, the
utility ’(Vould receive payment for the output of that plant (i.e., conserved kWh and kW) just as a
power plant is paid for by the sales of kWh produced by the plant. One major difference is that a
conserved kWh is really a multi-year transaction. A kWh not conserved is sold each year, but
once an energy-efficient measure is installed that reduces kWh use, that kWh is never sold again.
This is a very important distinction. The result is that the price the utility should get for a
conserved kWh is greater than the current price for a single kWh sold.. ‘

(2)  Adjusted Return on Equity (“ROE”) Approach — This approach would work within the
Commission's historical rate of return regulation approach where revenue requirements would be
determined based on capital investment, a return on that investment, and the variable or *
operating costs. In this case, the return on equity would be adjusted to account for HECO's
efforts in DSM and load management. This could be done by setting the test year ROE higher
by as much as 1% (given the magnitude of the investment HECO is proposing), or it could float
based on actual DSM accomplishments. A performance-based ROE would require prices to
change each year to reflect the newly calculated ROE. The principle reason for not considering
this approach is that it is not clear and direct. The setting of an ROE is subjective, and it would
not be clear if the test year ROE really represented just the efforts on energy efficiency or if it
might include some other factors. This goes against one of the principles articulated by NARUC '
that the incentives should be clear and direct.

3 Capitalization of DSM Investment — This approach would recognize that investments in
energy efficiency over time essentially create a DSM power plant that continues to deliver kWh
for the entire life of the energy efficiency measure installed (e.g., high efficiency appliances and
lighting can produce kWh savings every year for the life of the measure). This approach would
take any capital costs (e.g., purchase of lighting equipment) as well as expenses and put them
into an account that would be subject to a rate of return similar to that attained on supply-side
investments. This "plant" would also depreciate over time, tied to the lifetimes of the measures
installed, and this would eventually return the base investment to HECO, similar to depreciation.
The drawback to this approach is that it involves the creation of a regulatory asset as
differentiated from a hard, tangible asset such as a generating unit. The existence of the
regulatory asset is dependent upon the discretion of regulators, which poses a greater risk of
recovery for the utility and is not as well received by the financial community.'° Accordmg to
NAP: “Capitalizing energy efficiency investments may be limited by the magnitude of
“regulatory assets” that is appropriate for a utility. Bond ratings may decline if the utility asset
account has too many assets that are not backed by physical capital.” NAP at 2-9.

18 Regulatory assets are sometimes perceived by financial analysts to pose a cost recovery risk,

depending on how confident the rating agencies and analysts are that the specific asset is safe from
reconsideration by the regulatory commission, legal challenge by third parties, or other unforeseen
factors. Thus, regulatory assets have an additional hurdle to clear before they are on equal footing -
with capital assets. It could be argued that this very fact suggests that regulatory assets are viewed
less favorably by the financial community, although it may v'ary on a case-by-case basis and could be
influenced by which analysts are offering their opinions on a given asset or utility portfolio. See
response to CA-IR-326, Docket No. 04-0113. Dr. Violette was not presently aware of any U.S. gas
or electric utility that capitalizes DSM expenditures and recovers both the amortization and return on
investment through rates. Response to CA-IR-327, Docket No. 04-0113.
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4) Bounties or Milestone Payments — This approach would provide HECO with paymeénts
tied to reaching specific milestones. These milestones could be tied to multiple factors such as
the number of participants in a program, net savings from a program, program expenditures,
number of attendees at energy efficiency workshops, or any other milestone that might be
developed. This approach was used for several years in California because it was felt that this
would simplify the review of utility filings for incentives. This has not turned out to be the case.
Dr. Violette’s firm is currently working on a project to assess whether the California utilities met
their agreed upon milestones and there are always measurement questions (e.g., were the
attendees at a workshop really building operators or just a group of people that the utility
managed to get into the room). Documentation regarding the meeting of the milestones has been
as difficult as the shared savings approach used earlier by the California utilities.

6. Alternatives to Lost Margin Recovery - Decoupling

As HECO has noted, any kWh saved by the customer through the implementation of
energy efficiency measures reduces revenue to the utility below what it would have received in
the absence of DSM. This also results in fewer kWh sold on which to recover the fixed costs
that are incurred to maintain the utility’s entire electric system, since the fixed costs are incurred
even absent the implementation of DSM programs. Without an identified mechanism to recover
these system costs, the Company is left with alternatives such as more frequent rate cases or

‘revenue decdupling.

Lost margin recovery is an issue between rate cases because the fevenue impact of sales
reductions caused By post-test year energy efficiency are not accounted for in the rété case test
N yeai sales forecast. Annual rate cases would take care of the sales reductions, bﬁt would place a
burden on the Commission, Consumer Advocate, and Company 4staff. '

Revenue decoupling refers to separating the recovery of fixed costs from the amount of
elect_ricity sales. The argument is that if the recovery of fixed costs is no longer tied to sales,
then the. inherenf utility conflict between selling more electricity to increase revenue and |
reducing sales through energy efficiency is eliminated.

While the concept of decoupling the recovery of fixed costs from sales is not hard to.
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envision conceptually, the re-coupling effort is difficult to implement and is an example of a

“devil is in the details” conundrum. How should the utility recover its fixed costs, if not through

169

the sale of electriqal energy? RMI proposed a method based on fixed revenue-per-customer.
Under this proposal, the utility would recover base revenue through its curreqt rate schedules
(ie., through‘ the base customer, energy, and demand. charges). However, on a periodic basis, the
revenue collected would be reconciled égainst the revenue calculated by mul-tiplying the number
of customers times a fixed dollar per customér revenue figufe. The differencé, if any, would be
recovered/returned to ratepayers, resulting in‘glectri_c utility revenues being determined by the
fixed déllar per customer index. While this recoupling of revenues to the number of customers
souﬂds simple, an in-depth analysis would need to be performed in order to provide a feasoﬁable
assurance that this mechanism does in fact achieve the desired outcome.
Decoupling is complex. Some of the issues involved in decoupling inciude how to re-
couple and whether to decouple all sales or sales only from selécted customer classes.
Additional issues include whether deménd should be decoﬁpled as well as energy, and the
deter_minkation of the effect on ratepayers of the re-coupling mechanism. - For example, depending
.on which cﬁstomer classes are decbupled and which re-coupling index is used, the periodic
. reéonciliation process could result in some customer bills increasing and 6ther bills decreasing.
Decoupling was addressed by the EPA Report. ‘According to the EPA Report, decoupling
requires two major stéps for implementation: a “policy decision to separate energy sales frém '
" revenues”, and “to recouple utility revenues to something other than actual kWh sales.” EPA
Repdrt at 29. The EPA Report also noted that “The issues with decoupling are extremely

complex and require a more comprehensive examination than provided in this document.” EPA

19 RMI did not propose decoupling for large power or commercial customers. Tr. (8/31) at 894-95 |

(Freedman).
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Report /ét 30. It also listed a number of key questions that need to be coﬁsidered in decision
making. Similar questions were highlighted in a March 2004 study, “Decoupling for Idaho
Power Company”, written by Eric Hirst, a copy of which was attached as Exhibit B to HECO’s
Response to EPA Report.] 10 |

The Companies agree with the EPA that. the policy decision to separate energy sales from
revenues requires a more cqmprehensiv¢ examination, and have taken the position that it is not °
practical for that efcamination to occﬁr within the current scope of the Energy Efficiency Docket.
As noted by the EPA Report, decoupling revenue from sales necessarily involves recoupling
revenues to another factor (presumably one that is related to costs), and the establishment of a
mechanism to adjust rates for the difference. While the concept of decoupling is relatively
straightforward, the mechanics of recoupling revenues to another factor, and the irﬁplications for
customers and the utility, are much more complex. The Companies are open to reviewing some
of these considerations in another forum, and/or in a collaborative working group, but the
consideration and implementation of a specific decoupling mechanism should be considered by
the Commission in a future general rate proqeeding.

Because of the éomplexities of thg decoupling effort, amore comprehensive examination
of decoupling was not undertaken or completed in this docket. However, in spite of .these
complexities, the Companies have begun to examine decoupling as an alternative to more
frequent rate cases in order to fairly recover its fixed costs, taking into account the insight gained

in this proceeding. See HECO FSOP at 72. HECO has retained consultants-to help HECO

. analyze decoupling, and expects the analysis to take six to twelve months to complete. Tr. at 842

110 HECO’s response to the EPA Report was filed August 22, 2006.

A number of the criticisms of the decoupling mechanisms developed in other jurisdictions were
identified during the panel hearings. See Tr. at 846-47, 849-50 (Freedman, Violette).
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(Waller). The overall effort to produce a proposal for the Commission to consider would depend
on the ability of a working group to come to a consensus on a schedule and consensus on the

proposal. Tr. at 843 (Waller). One of the parties that would need to participate in the working

* group would be the Consumer Advocate, and the Consumer Advocate was unable to committoa

schedule for participating in such a working group. Tr. at 844-45, 851-52.

7. Penalty Proposéls

The Company’s position is that penalﬁes for unmet DSM targets or goals are not
necessary. HECO FSOP at 41. A properly designed incentive (i.e., one that adequately rewards
good pérformance towards well defined objectives) provides sufficient incentive as demonstrated
by HECO’s DSM program performance under the existing shareholder incentive mechanisfn. A
properly designed utiiity incentive does not need to penaiize “bad performance” because the
Commission already has the ability to do so under its existing regulatory pdwers. Therefore, a
separate and additional pénalty for bad performance is not necéssary. Response to CA/HECO-
IR—S;'see Tr..(8/31) at 855-56 (Waller).

Some parties, such as DOD, tried to justify having penalties on the grounds that an-
_incentive niechanism should be “symmetric”. Tr. at 854, 949 (Brubaker).. Such a penalty would
be}tri_ggered by a “failure” to achieve an “expected” level of performance determined in the IRP

process, not by imprudeﬁce. See Tr. 855, 861? 949 (Brubaker). . |

Under such: a proposal, the “baseline” compensation for meeting the expected

" performance would be zero. If performance was less than expected, the compeﬁsation would be
nega'tive.' In effect, the utility would not fully recover its costs, even though the proponents of

such a mechanism support full cost recovery. See Tr. 934-937 (Brubéker);

Such a position is unreasonable. If there is a penaliy,- it should not be triggered simply by
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the “fa;"lufe” to meet the targeted level of performance. Any penalty shéuld be triggered only if
' the utﬂity fails to achieve a minimum acceptable level of demand or energy savingvs. Anybther
result would be unfair. See Tr. 950-51 (example provided by Mr. Hempling).

Falling short of the goal would not necessarily mean that the utility acted imprudently. |
Tr. 948 (Brubaker). The utility’s ability to meef the expected level of performance woulci
dépend on matters, such as customer acceptance, that are beyond the utility’s reasonable control.
Thus, the.utility cduld “fail” to meet ihe expected level of performAance baséd upon matters that
were beyond its reasonable contiol, rather than due to imprudent behavior. See Tr. 940-42 | ;
(Brubaker).

| | Through his follow up questions, Mr. Hempling also demonstrated the difficulty in
setting the minimum “expected” performanée level that would have to be met to av'oid penalﬁes-
(i.e., to avoid recovering less than all of the utilities’ DSM program costs). See Tr. at 946-48, |
951-52.

For example, a penalty should not be triggered by the “failure” to achie§e aTRC
benefit/cost ratio of 1.0 or greater, even thou.gh that might be the desirable outcome. If the
baseline is based on a TRC ratio of 1.0, then the utility would not recover its costs even if the
program was approved with the expectation that it would not achi‘eve a TRC ratio of 1.0 (which
‘would be the case with the REWH program).’ ¥ Even the proponents of penalties did not
propose to use the TRC ratiq to set the requifed benchmark level of performance to avoid
penalties. See Tr. at 938-40 (Brubaker). |

RMI pointed out the difference between an incentive mechanism that included pcnalties' :

"1 However, not included in the shared savings mechanism as currently derived is any quantification of

benefits such as job creation and reducing the use of fossil fuel related to the installation of solar
water heating systems. '
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for failing to meet a target level Qf performance, and a perforﬁlance-based incentive ﬁlechanisn}

. under which the Commission establishes a baseline téwards which the utility is being incented to
move. Tr. at 857 (Datta). In RMI’s view, the latter mechanism “will create the management
drive to achieve the programs because it aligns the DSM iprograms with the profit.motivation of
the corporation the same way supply side is aligned.’; Tr. at 858 (Datta). In other words, the
utility is given the opportunity to “earn >some return” on the achievement of bSM objectives, as
the IRP Framework conterhpl_ates. Tr. at 859v (Datta). The goal is to assure that the utility, by
virtue of implementing DSM programs, does nét earn less profits (subject toa reasonable
ceiling). Tr. at 860 (Datta).

1

VII. CONCLUSION

Based on the foregoing and the entire record herein, HECO respectfully requests that thé
Commission: (1) approve HECO’s proposed seven energy efficiency progfams and authorize
HECO to implement saici programs and (2) approve HECO’s proposed cost recovery and utility
éompensation mechanisms. | |

DATED: Honolulu, Hawaii, October 25, 2006.

THOMASOqW. WILLIAMS, JR.
PETER Y. KIKUTA : '

Attorneys for

HAWAIIAN ELECTRIC COMPANY, INC.
HAWAII ELECTRIC LIGHT COMPANY, INC.
MAUI ELECTRIC COMPANY, LIMITED
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EXHIBIT “A”



PROCEDURAL HISTORY

HECQ’s Energy Efficiency DSM Programs

HECO initially implemented five 5-year energy efficiency demand-side management
(“DSM”) programs, which were approved by the Commission in 1996. The Commission
approved one-year extensions (to December 31, 2001) of HECO’s Residential Efficient Water
Heating Program, its Residential New Construction Program and its three Commercial and
Industrial (“C&I”) DSM programs by Order No. 18208 (November 27, 2000) in Docket No. 94-
0206, Order No. 18207 (November 27, 2000) in Docket No. 94-0216 and Order No. 18206
(November 27, 2000) in Docket Nos. 94-0010, 94-0011 and 94-0012 (Consolidated),
respectively.

On May 31, 2000 and June 30, 2000, respectively, HECO filed applications requesting
approval of (1) a new C&I DSM program, which would have consolidated the DSM measures in
HECO’s three existing C&I DSM programs, for a period of five years, and (2) a new Residential
DSM program, which would have consolidated the DSM measures in HECO’s two existing
Residential DSM programs, for a period of five years.

HECO and the Consumer Advocate finalized letter agreements dated and filed October 5,
2001 (C&I DSM programs) and October 12, 2001 (Residential DSM programé), under which
HECO?’s three existing C&I DSM programs and two existing Residential DSM programs would
be continued until HECO’s next rate case (which HECO committed under the letter agreements
to filing within three years using a 2003 of 2004 test year) in lieu of HECO continuing to seek
approval of new 5-year DSM programs. (HECO submitted two letter agreements for the
Residential DSM programs - - one executed by all parties to the docket that addressed the issues

raised by the Consumer Advocate, Hawaii Solar Energy Association (“HSEA”) and Life of the
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Land (“LOL”), and one executed by HECO and the Consumer Advocate that addressed the
issues raised by the Consumer Advocate.) Under the agreements, any DSM programs to be in
place after HECQ’S next rate case would be determined as part of the case. By Order Nos.
19019 and 19020, issued November 15, 2001, the Commission approved the temporary
continuation of HECO’s five existing energy efficiency DSM programs, subject to certain
conditions.

On August 7, 2003 and August 12, 2003, HECO filed agreements with the parties to the
stipulations, which modified the stipulations by delaying the required filing of a general rate case
by approximately 12 months such that HECO would utilize a 2005 test year for the filing. The
Commission approved the new agreements by Order Nos. 20392 and 20391, issued August 26,
2003 in Docket Nos. 00-0209 and 00-0169, respectively.

HECOQ’s Load Management Programs

HECO filed applications requesting approval of (1) a Residential Direct L.oad Control
(“RDLC”) Program, on June 6, 2003 in Docket No. 03-0166, and (2) a C&I Direct Load Control
(“CIDLC”) Program, on December 11, 2003 in Docket No. 03-0415. The Commission approved
(1) the RDLC Program, as modified by a stipulated agreement between HECO and the
Consumer Advocate (filed June 30, 2004), by Decision and Order No. 21415 issued October 14,
2004, and (2) the CIDLC Program, as modified by a stipulated agreement (filed July 15, 2004),
by Decision and Order No. 21421 issued October 19, 2004.

At the panel hearings, HECO stated that it intends to file proposed modifications to its
load management programs by the end of the year. As has been indicated in other filings, HECO

intends to add a residential air conditioning load control component to its RDLC Program, and
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intends to offer expanded options, including a customer demand response component, in its
CIDLC Program.

HECOQ’s Proposed Pilot RCEA Program

HECO filed an application requesting approval of a pilot Residential Customer Energy
Awareness Pilot (“RCEA”) Program on May 15, 2003 in Docket No. 03-0142. HECO filed its
“Appiication/IR Responses Clarification,” in the form of a revised application on October 7,
2004.

Following oral arguments on February 2, 2005, the Commission issued final Decision
and Order No. 21756 (“D&O 21756”) on April 20, 2005 denying the application (as revised on
October 7, 2004) without prejudice, citing concerns raised by the Consumer Advocate.! The
Commission noted that (1) it “understands HECO’s need and desire to educate its residential
customers about energy matters, including conservation,” and (2) “[a]n educational program,
such as the RCEA Pilot Program may be better suitgd as one component of a portfolio of DSM
measures, which may be considered in other proceedings before the Commission, if HECO so
chooses.” D&O 21756 at 9-11.

When the Commission issued D&O 21756 denying HECO’s request to implement the

RCEA Program, without prejudice, HECO proposed in its rate case to implement a customer

! The Consumer Advocate filed a Statement of Position on December 1, 2004, and HECO filed its
reply on December 28, 2004. Although the Consumer Advocate opposed the application for the
RCEA Pilot Program, the Commission noted in its D&O that the “Consumer Advocate makes clear
that it does not dispute HECO’s concern regarding its long-term ability to meet the growing energy
demands of the residential customer class during the evening peak.” D&O 21756 at 9.

The Commission stated that:

The commission understands HECO’s need and desire to educate its residential customers about

energy matters, including conservation. We further recognize that educating residential

customers to encourage energy conservations and make them aware of (1) measures that can be

taken during the crucial 5:00 p.m. to 9:00 p.m. priority peak period; and (2) their impact on the

need for future electrical generation may provide some relief to HECO in reducing peak loads,

which ultimately will assist HECO in maintaining its generating system reliability guideline.
D&O 21756 at 9-10.
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awareness campaign instead. In order to fund the campaign, HECO increased the test year non-
labor Informational Advertising expense by $750,000.

HECQO’s 2005 Test Year Rate Case

In its Application, filed November 12, 2004 in Docket No. 04-0113 (the “Rate Case
Docket”), HECO requested the approvals necessary (1) to implement seven new energy
efficiency DSM programs; (2) to recover the program costs for the seven energy efficiency DSM
programs, an RCEA?, and two load management DSM programs through base rates; (3) to
implement and recover the costs of a proposed DSM utility incentive (given discontinuance of
the current lost margin recovery and shareholder incentive mechanisms pursuant to the prior
DSM stipulations) through base rates; and (4) to reconcile DSM customer incentives and the
DSM utility incentive through a proposed DSM Reconciliation Clause.

The new energy efficiency DSM programs that HECO proposed in the Rate Case Docket
included the: (1) Commercial and Industrial Energy Efficiency (“CIEE”) Program;

(2) Commercial and Industrial New Construction (“CINC”) Program; (3) Commercial and
Industrial Customized Rebate (“CICR”) Program; (4) Residential Efficient Water Heating
(“REWH”) Program; (5) Residential New Construction (“RNC”) Program; (6) Residential Low
Income (“RLI”) Program; and (7) Energy$Solutions for the Home (“ESH”) Program.

HECO filed its general rate case in accordance with Order Nos. 19019 and 19020, filed
on November 15, 2001, in Docket Nos. 00-0169 and 00-0209, respectively, which authorized
HECO to temporarily continue its existing Commercial and Industrial DSM programs, and

existing Residential DSM programs, until HECO’s next rate case, and in which HECO

3 At the time HECO filed its application in the Rate Case Docket, as well as the time the Commission

filed Order No. 21698 opening the EE DSM Docket, a decision and order had not been filed in the
RCEA Program proceeding, Docket No. 03-0142. Subsequently, as previously discussed, on April
20, 2005, the Commission filed D&O 21756 denying HECO’s request to implement the RCEA
Program, without prejudice.
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committed to file its next rate case within two to three years using either a 2003 or 2004 test year
in accordance with H. A.R. §61-6-187 (4) (A) and (B). By Order Nos. 20391 and 20392, filed on
August 26, 2003, in Docket Nos. 00-0169 and 00-0209, respectively, the Commission authorized
adelay of the filing of HECO’s general rate case by approximately 12 additional months such
that HECO would utilize a 2005 test year for the filing.

HECO also proposed to modify the cost recovery mechanism for its two approved load
management DSM programs including (1) the RDLC Program approved in Docket No. 03-0166
and (2) the CIDLC Program approved in Docket No. 03-0415 (so that program costs would be
recovered entirely through base rates, rather than partly through base rates and partly through the
DSM Adjustment component of the IRP Clause).

In addition, HECO proposed that the proposed RCEA Program duration be extended
from two years to five years (to match the five-year duration for other programs) and that the
cost recovery mechanism for the proposed program be modified so that the program costs are
recovered entirély through base rates (rather than partly through base rates and partly through the
DSM component of the IRP Clause), if the program is approved in Docket No. 03-0142.

In lieu of pursuing the continuation of the recovery of lost margins and shareholder
incentives for its energy efficiency DSM programs through a surcharge mechanism,* HECO
requested approval in its rate case application for a proposed “DSM Utility Incentive.”
According to the application, the purpose of the mechanism generally would be to provide a
financial incentive to the utility to help ensure the success of the DSM programs by taking away
the disincentives of DSM programs, and by aligning positive incentives with successful program

delivery. In effect, the mechanism would recognize the energy efficiency services provided by

*  For HECO’s initial energy efficiency DSM Programs, HECO was allowed to recover program costs,

tost margins and shareholder incentives through the DSM Component of its IRP Cost Recovery
Provision (“IRP Clause™). '
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HECO through the DSM programs and the shortfall in fixed cost contribution due to the energy
reductions resulting from the DSM programs.

Motions to intervene or to participate also were filed on behalf of organizations and an
individual whose interests were related to HECO’s proposed energy efficiency DSM programs.
On December 8, 2004, the Rocky Mountain Institute (“RMI”) filed a Motion to Intervene.
HECO and the Consumer Advocate filed memoranda in opposition to RMI’s Motion to
Intervene. On January 24, 2005, RMI filed a response and on January 31, 2005, HECO
responded to RMI’s response.

On January 19, 2005, the Department of the Navy on behalf of the Department of
Defense (“DOD”) filed a motion to intervene, and on January 28, 2005, HECO notified the
Commission that it did not oppose the granting of intervenor status to the DOD.

On January 24, 2005, Joseph Speroni and Life of the Land (“LOL”) filed motions to
participate and to intervene, respectively. On January 31, 2005, HECO filed its opposition to
Joseph Speroni’s motion to participate. On February 2, 2005 HECO filed its opposition to
LOL’s motion. On February 10, 2005, Joseph Speroni responded to HECO’s opposition to his
motion.

On January 24, 2005, the County of Maui (“COM?”) filed a motion for extension of time
to intervene. On February 14, 2005, COM filed a motion for participation without intervention.
On February 23, 2005, HECO submitted its opposition to the COM’s motion.

By Order No. 21698 (“Order No. 21698”), issued March 16, 2005, in Docket Nos. 04-
0113 and 05-0069, the Commission: (1) separated HECO’s requests for approval and/or
modification of demand-side and load management programs and recovery of program costs and

DSM utility incentives (collectively referred to as the “Proposed DSM Programs”) from the Rate
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Case Docket, and opened this proceeding (the “Energy Efficiency Docket” or “EE DSM
Docket”) in which to consider these matters, and (2) determined the parties and participants for
the Rate Case Docket and the newly formed Energy Efficiency Docket to address and examine
the Proposed DSM Programs. The Commission denied the motions to intervene by RMI and
Life of the Land, and the motions to participate by COM and Joseph Speroni, in the Rate Case
Docket, but allowed RMI and Life of the Land to intervene in the Energy Efficiency Docket, and
allowed the COM to participate in the Energy Efficiency Docket.

Part of the requested increase arose out of the need to recover revenues being provided by
the IRP Clause (to cover the costs of existing energy efficiency DSM programs, including lost
margins and shareholder incentives) through base rates, and to recover the incremental costs of
HECOQ’s proposed enhanced energy efficiency DSM programs, proposed RCEA Program, and
two approved load management DSM programs. Order No. 21698, however, separated HECO’s
requests for approval and/or modification of its existing and proposed DSM programs from the
rate case proceeding into the EE DSM Docket, Docket No. 05-0069. As a result, an estimated
$29.2 million in DSM program costs related to both the enhanced DSM programs and to the
existing DSM programs was removed from the rate increase request in rebuttal testimony, based
on the understanding that DSM program costs for existing DSM programs that are currently
recovered through the IRP Clause would continue to be recovered through the clause, and that
there would be a mechanism to recover costs related to the new DSM programs that result from

Docket No. 05-0069.°

A%

Order 21698 also stated that “HECO may temporarily continue, in the manner currently employed,
its existing two (2) residential DSM programs . . . and three (3) C&I DSM programs . . . .” HECO
currently recovers DSM program base labor costs through base rates and incremental DSM program
costs through the DSM component of the IRP clause. Therefore, in its rebuttal revenue
requirements, HECO continued to include the DSM program base labor costs in base rates, in order
to continue to recover these costs in the manner currently employed. See response to CA-RIR-63.

EXHIBIT “A”
Page 7 of 14



Energy Efficiency Docket

As noted above, by Order No. 21698, issued March 16, 2005, the Commission opened
the Energy Efficiency Docket, separating HECO’s requests for approval and/or modification of
its energy efficiency and load management DSM programs and recovery of such program costs
and DSM utility incentives from HECO’s 2005 test year rate case, Docket No. 04-0113. Order
No. 21698 also granted the Motions to Intervene for the DOD, RMI, and LOL, and the COM’s
Motion to Participate, in the Energy Efficiency Docket.

By Order No. 21749, filed April 14, 2005, the Commission granted the Motions to
Intervene for the Hawaii Solar Energy Association (“HSEA”) and Hawaii Renewable Energy
Alliance (“HREA”) in the Energy Efficiency Docket.

By Order No. 21861, filed June 7, 2005, the Commission made Hawaii Electric Light
Company, Inc. (“HELCO”), Maui Electric Company, Limited (“MECO”), Kauai Island Utility
Cooperative (“KIUC”) and The Gas Company (“TGC”) parties to the Energy Efficiency Docket,
but limited their participation solely to the issues dealing with statewide energy policies.

By Order No. 21957, filed August 3, 2005, the Commission dismissed as untimely the
Motion to Participate or Intervene for the County of Kauai (“COK”), and the Motion to Intervene
for Honolulu Seawater Air Conditioning, LLC in the Energy Efficiency Docket.

On August 11, 2005, the COK filed a Motion for Reconsideration or Enlargement of
Time requesting that the Commission reconsider its denial of intervention by the COK in the

Energy Efficiency Docket. By Order No. 22029, filed September 14, 2005, the Commission

The portion of DSM program costs in base rates represents the base labor expense for HECO
employees involved in DSM program implementation that are already in base rates, plus the direct
Jabor and certain non-labor costs associated with its two approved load management DSM programs
that were to be included in base rates in the “next” rate case. The total amount of DSM program
expenses included in base rates was $1,030,000. See Docket No. 04-0113, HECO RT-10 at 2-3, 17-
20; HECO-R-1003.
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made COK a participant to the Energy Efficiency Docket, but limited its participation solely to
the issues dealing with statewide energy policies.

The parties and participants were able to agree on a schedule, and all but one of the
issues. The Companies submitted their form of Prehearing Order, and the other parties and
participants submitted their form of Prehearing Order, on October 7, 2005.

Under the agreed upon schedule, HECO informally provided to the parties/participants its
Interim DSM Proposals by October 11, 2005. The parties/participants provided informal
comments to HECO on its Interim DSM Proposals by November 18, 2005. HECO’s Interim
DSM Proposals included its proposed DSM initiatives pending the resolution of the Energy
Efficiency Docket, such as modifications to its existing energy efficiency programs (e.g.,
changes in customer incentive levels and program budgets, modifications to customer payback
period) and/or new DSM programs.

A Technical Consultant Meeting was held on November 2, 2005. The intent of the
Technical Consultant Meeting was to informally discuss issues such as statewide energy policy,
HECO’s Interim DSM Proposals, DSM program design and incentive mechanisms, and recent
developments in DSM program regulation and implementation.

Under the schedule agreed upon by the parties/participants, HECO was allowed to
request approval for the implementation of the Interim DSM Proposals on an interim basis until a

final decision and order is rendered.® On December 5, 2005, HECO filed the proposed

The Prehearing Order explained that HECO’s Interim DSM Proposals “will be its proposed DSM
initiatives pending the resolution of the Energy Efficiency Docket, such as modifications to its
existing energy efficiency programs (e.g., changes in customer incentive levels and program budgets,
modifications to customer payback period) and/or new DSM programs (e.g., CFLs for the residential
sector). For the Interim DSM Proposals, HECO will request Commission approval for their
implementation on an interim basis until a final decision and order is rendered by the Commission in
the subject proceeding. The Interim DSM Proposals are being proposed at this time to help HECO
address its reserve capacity margins shortfall situation.”
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modifications to its existing energy efficiency DSM programs, and also requested approval of a
new interim DSM program (collectively referred to as HECO’s “Interim DSM Proposals”™).”

The Interim DSM Proposals included modifications to HECO’s existing energy
efficiency DSM programs, and approval of a new interim DSM program. The proposed program
modifications were to HECO’s CIEE, CICR and CINC Programs. The modifications to the
existing commercial and industrial (“C&I”) programs included increasing CIEE Program
customer incentive levels to provide approximately 25% of the incremental cost of the more
efficient alternative measures. Since the same customer incentives also would apply to the
installation of these measures under the CINC Program, HECO also proposed to modify the
CINC Program. The modification to the existing CICR Program consisted of eliminating the 2-
year payback requirement.

The proposed new DSM program was the Interim Energy $olutions for the Home
Program (“Interim E$H™). HECO expected the Interim E$SH Program to distribute
approximately 180,000 compact fluorescent lamps (“CFLs”) to residential customers. The
Interim E$H Program is a subcomponent of HECO’s proposed full scale Energy $olutions for the
Home (“ESH”) Program, which is being proposed as part of the portfolio of DSM energy
efficiency programs in the Energy Efficiency Docket.

HECO requested lost margins and shareholder incentives for the proposed modifications
to its existing DSM programs, but not for its proposed Interim E$H Program, which was a new

program.®

HECO submitted Excel spreadsheet files associated with the proposals on December 7, 2005.

In the interest of simplifying any potential issues and obtaining the other parties/participants’ support
for HECO’s Interim DSM Proposals, HECO stated that it would forego requesting lost margins and
shareholder incentives for its proposed Interim ESH Program.
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On January 9, 2006, RMI filed comments on HECO’s Interim DSM Proposals. On
January 10, 2006, the Consumer Advocate, DOD, HSEA and HREA filed comments on HECO’s
Interim DSM Proposals.9 On January 31, 2006, HECO responded to the comments.

By Order No. 22251, issued January 31, 2006, the Commission approved the proposed
Prehearing Order submitted by HECO on October 7, 2005.

On March 15, 2006, the Commission provided the parties/participants with a copy of a
report, dated March 3, 2006, entitled EPA Review of HECO Interim Demand-Side Management
Proposals (Docket No. 05-0069) (“EPA Interim Report™), submitted to the Commission by the
U. S. Environmental Protection Agency (“EPA”), the Commission’s consultant to the
proceeding, on HECO’s Interim DSM Proposals. On March 28, 2006, HECO filed a response to
the EPA Report. The EPA Interim Report provided comments that mainly addressed DSM
program design issues, including aspects such as eligible measures, energy and demand savings
estimates, program marketing and delivery mechanisms, and program budget assumptions. In its
Cenclusioris and Recommendations, the EPA recommended that the Commission approve
HECO’s Interim DSM Proposals.

On April 4, 2006, April 26, 2006 and May 11, 2006, the parties/participants held
settlement discussion meetings in an attempt to reach agreement or partial agreement on the
issues for Commission review and approval, which would limit the issues that needed to be
addressed in the FSOPs.

On April 26, 2006, the Commission issued Interim Decision and Order No. 22420
(“Interim D&O 22420”). Interim D&O 22420 granted approval for HECO to implement its

Interim DSM Proposals, directed HECO to respond to questions from the Consumer Advocate

®  The Consumer Advocate, RMI and HSEA supported approval of HECO’s Interim DSM Proposals.
HREA stated that it was “basically neutral regarding the merits of HECO’s Proposed Interim DSM
Programs.”
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and Environmental Protection Agency on HECO’s Interim DSM Proposals, and ordered the
discontinuation of the recovery of lost margins and shareholder incentives within thirty days of
the date of the decision. In Interim D&O 22420, the Commission ordered that:

(1) HECO may implement its Interim DSM Proposals, on an interim basis, until the
Commission issues a final decision in this docket;

2) HECO provide the Commission and the Consumer Advocate with notice of any
modifications made to the incentive levels for the Interim Energy $olutions for the Home

(“E$H”) Program within 30 days of such modification;

3) HECO provide the additional information requested by the Consumer Advocate
and the EPA in their respective responses to HECO’s Interim DSM Proposals;

@) HECO’s request to extend its recovery of lost margins and shareholder incentives
to the interim enhancements to its existing energy efficiency DSM programs, in effect,
was denied; and

(5) HECO’s recovery of lost gross margins and shareholder incentives for its DSM

programs must be discontinued within thirty days of the filing of this Interim D&O, until

further order by the Commission.

On May 15, 2006, HECO filed a Motion for Partial Reconsideration of Interim Decision
and Order No. 22420. The Commission granted HECO’s request for an extension of time in
which to file the motion'?, and granted HECO’s request to schedule a hearing on the motion
during the hearings in this docket.!! Oral arguments on the motion were held on August 28,
2006. By Order No. 22921, issued October 4, 2006, the Commission denied the motion.

On May 25, 2006, HECO filed a tariff adjustment to its Integrated Resource Planning
Cost Recovery Provision, Commercial and Residential DSM Adjustments, to discontinue, in

accordance with Interim Decision and Order No. 22420, the recovery of lost margins and

sharcholder incentives.

1 Order No. 22468, issued May 16, 2006.
1 Letter dated June 13, 2006.
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On June 1, 2006, Final Statements of Position (“FSOP”’) were filed by HECO, the
Consumer Advocate, the DOD, KIUC, RMI, HREA, HSEA, LOL, and COM.

On July 26, 2006, the Commission issued the EPA’s report entitled EPA’s Comments on
Docket No. 05-0069, For the State of Hawaii Public Utilities Commission. On August 22, 2006,
responses to the EPA’s July 26, 2006 report were filed by HECO, the Consumer Advocate,
DOD, KIUC, COK, and HREA. On August 25, 2006, the Commission issued the EPA’s
response to the August 22, 2006 responses to the EPA’s report.

On August 24, 2006, the Commission held a prehearing conference. On August 25,
2006, the Commission issued Prehearing Order No. 22803, which among other things, set forth
the agreements reached and actions taken at the prehearing conference and set forth the terms
that would control the hearing.

The hearings in this docket, which utilized a panel format and were moderated by Scott
Hempling, were held from August 28 through September 1, 2006.

Seawater Air Conditioning Proposal

On August 31, 2006, as part of the panel hearings in this docket, HREA Hearing Exhibit
2 was admitted into the record in this docket, which described various aspects of a proposed
Seawater Air Conditioning (“SWAC”) district cooling system. On September 8, 2006, in
accordance with the procedural schedule, HECO submitted Information Requests (“IRs”)
regarding the HREA Hearing Exhibit 2 and the additional information that was provided by
HREA to all parties via an email dated August 30, 2006. On September 19, 2006, the
Commission granted HREA’s request to enlarge the time for it to respond to IRs to September
22,2006, and the time for all parties to submit their position statements on Hearing Exhibit 2 to

October 6, 2006. On September 29, 2006, HREA filed Errata Sheets Regarding Post-Hearing
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Information Requests from Life of the Land, HECO/MECO/HELCO, and the Consumer
Advocate on HREA Hearing Exhibit No. 2, filed on September 22, 2006. On October 3, 2006 a

request for a Protective Order was filed with the Commission.

On October 6, 2006, (1) HECO filed its Statement of Position on HREA’S Seawater Air
Conditioning Project, (2) the Consumer Advocate filed its Comments on HREA’s Sea Water Air
Conditioning Proposal, (3) HREA filed its Supplemental Position Statement In Support Of
HREA Hearing Exhibit No. 2, (4) LOL filed its Amended Final Statement of Position, and (5)

the Commission issued Protective Order No. 22929,

On October 10, 2006, HREA filed its Supplemental Response to Post-Hearing
Information Requests from LOL, HECO, and the Consumer Advocate on HREA Hearing Exhibit

No. 2.

1545830.1
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Business Address:

Position:

Years of Service:

Education:

Previous Positions:

HECO-1200
DOCKET NO. 05-0145
PAGE1OF3

HAWAIIAN ELECTRIC COMPANY, INC.

ROBERT A. ALM

EDUCATIONAL BACKGROUND AND EXPERIENCE

Hawaiian Electric Company, Inc. (HECO)

900 Richards Street
Honolulu, HI 96813

Senior Vice President
Public Affairs

4

University of Hawaii at Manoa
BA with Distinction in Political Science (1973)

University of Iowa, College of Law
Juris Doctor with Distinction (1975)

1995-2001

1993-1994

1987-1993

1984-1986

1982-1984

First Hawaiian Bank
Executive Vice President & Manager
Financial Management Group

First Hawaiian Bank
Vice President & Trust Officer
Trust and Investments Division

State of Hawaii, Department of Commerce
and Consumer Affairs
Director

State of Hawaii, Department of Commerce
and Consumer Affairs
Deputy Director

State of Hawaii, Department of Commerce
and Consumer Affairs
Senior Hearings Officer
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1980-1982 Office of Senator Daniel K. Inouye in
Washington, D.C.
Deputy Administrative Assistant
1979-1980 Office of Senator Daniel K. Inouye in
Washington, D.C.
Legislative Assistant
1977-1979 University of Hawaii at Manoa
Legal Research Associate
Pacific Urban Studies & Planning Program
1977 State Senator Stanley Hara
Administrative Assistant
1976-1979 Private Practice
Professional Qualifications:
Court Admissions: Supreme Court of Hawaii (1976)

United States District Court of the District of Hawaii (1976)
United States Supreme Court (1981)

Memberships: American Bar Association
Hawaii State Bar Association

Honors:

Freedom of Information Award, Society of Professional Journalists (1989)

Hawaii Public Administration Award, American Society for Public Administration,

Hawaii Chapter (1992)

Honorary Ali’i, Royal Order of Kamehameha I (1993)

Outstanding Volunteer Fund Raiser Award 2000, National Society of Fund Raising

Executives (NSFRE) (2000)

Volunteer of the Year Award 2000, Alexis de Tocqueville Society of Honolulu (2000)
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Community Service:

Hawaii Community Foundation — Board of Governors, Chair

Helping Hands Hawaii — Board of Directors, Chair

Hawaii Public Television Foundation — Board of Directors, Treasurer

Boys and Girls Club of Hawaii — Board of Directors, Past President

Hawaii Institute for Public Affairs (HIPA) — Board of Directors

Catholic Charities Hawaii — Board of Directors

Sutter Health Pacific — Board of Directors

Hawaii Nature Center — Board of Directors

Straub Foundation — Board of Directors

Disciplinary Board of the Hawaii Supreme Court — Hearing Committee Member

Judicial Performance Committee — Member
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~ Keith Block

92-1211 Uahanai Street
Kapolei, Hi. 96707
(808) 543-4792
Email: keith.block@heco.com

EXPERIENCE:  Director Customer Efficiency Programs
June 2006 — Present
Hawaiian Electric Company, Inc., Honolulu, Hawaii

Program Manager
June 1996 — June 2006
Hawaiian Electric Company, Inc., Honolulu, Hawaii

Demand Side Management Analyst
March 1993 - June 1996
Hawaiian Electric Company, Inc. Honolulu, Hawaii

Program Manager
December 1988 - March 1993
US Navy Fleet Area Control and Surveillance Facility, San Diego, California

MECHANICAL ENGINEER
July 1985 - December 1988
Naval Undersea Warfare Center, San Diego, California

EDUCATION: SAN DIEGO STATE UNIVERSITY, San Diego, California
Post-Graduatescourses, Mechanical Engineering with emphasis in design and design
optimization, 1991 - 1992, GPA was 3.2 on a 4.0 scale

SAN DIEGO STATE UNIVERSITY, San Diego, California
B.S. in Mechanical Engineering, June 1985
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Alvin J. Goto

EDUCATIONAL BACKGROUND AND EXPERIENCE

Business Address: Hawaiian Electric Company, Inc.
P.O. Box 2750
Honolulu, HI 96840

Position: Senior Planning Engineer
Generation Planning Division
Power Supply Services Department

Education: Bachelor of Science in Electrical Engineering
University of Hawaii — Manoa

Experience: HAWAIIAN ELECTRIC COMPANY, INC.

2003 to Present
Senior Planning Engineer
Generation Planning Division

1999 - 2003
Planning Engineer & Acting Senior Planning Engineer
Integrated Resource Planning & Generation Planning Divisions

1995 — 1999
Capital Budgets Analyst
Financial Services Department

1993 — 1995
Systems Analyst
Information Services Department

DATAHOUSE., Inc. — Honolulu, Hawaii
1991 -1993
Management Analyst

MOTOROLA, Inc. — Phoenix, Arizona
1987 -1990
Electrical Engineer

. Previous Testimony: HELCO Petition for Land Use District Boundary Amendment
Keahole Generating Station and Airport Substation
State of Hawaii Land Use Commission Docket No. A03-743
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HAWAIIAN ELECTRIC COMPANY, INC.
GARY A. HASHIRO

EDUCATIONAL BACKGROUND AND EXPERIENCE

BUSINESS ADDRESS: Hawaiian Electric Company, Inc.
820 Ward Avenue
Honolulu, Hawaii 96814

POSITION: Director
Integrated Resource Planning Division
(1997 — present)

EDUCATION: University of Hawaii, Manoa
Master of Business Administration, 1992

University of Hawaii, Manoa
Bachelor of Science — Electrical Engineering, 1985

REGISTRATION: Registered Professional Engineer
State of Hawaii, 1993

EXPERIENCE: Senior Planning Engineer
Power Supply Planning and Engineering Department
Hawaiian Electric Company, Inc.
(1995-1997)

Electric Engineer I

Integrated Resource Planning Department
Hawaiian Electric Company, Inc.
(1993-1995)

Designer II

Generation Planning Department
Hawaiian Electric Company, Inc.
(1992-1993)

Various Engineering Positions
GTE Hawaiian Tel
(1985-1992)
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ALAN K.C. HEE

EDUCATIONAL BACKGROUND AND EXPERIENCE

BUSINESS
ADDRESS: Hawaiian Electric Company, Inc.
220 South King Street
Honolulu, Hawaii 96813
POSITION: Manager, Energy Services Department
YEARS OF SERVICE: 20 Years
EDUCATION: MBA, University of Hawaii, 1982

BS, Civil Engineering
Cornell University, NY, 1974

OTHER QUALIFICATIONS: Registered Professional Engineer, Hawaii
Civil Engineering Branch ‘

OTHER
EXPERIENCE: Director, Forecasts Division
Energy Services Department, 1995-2004

Director, Forecasting Division
Rate and Regulatory Affairs Dept., 1991-1995

Planning Analyst, Forecasting Division
Rate and Regulatory Affairs Dept., 1986-1991

Operations Engineer
GASCO, Inc., Hilo 1982-1986

Peace Corps Volunteer
Fiji Islands, 1974-1976
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Wayne J. Oliver

Merrimack Energy

727 Lafayette Rd., PO Box 2955
Seabrook, NH 03874

(603) 474-3385
waynejoliver@aol.com

A Management Consultant with a diverse background in the energy field. Areas of expertise include strategic
planning, asset valuation, power project evaluation and power procurement, energy supply/demand
forecasting and planning, competitive fuels analysis, risk management, rate analysis and expert testimony,
regional energy market analysis, and project economic and financial analysis. Focus on electric, gas and
renewable resource industries

PROFESSIONAL EMPLOYMENT

2000-present Merrimack Energy Group, Principal
1988-2000 Reed Consulting Group/Navigant Consulting, Inc.
Managing Director/Senior Vice President/Founder of Reed
1999 Babson College, Adjunct Professor, Finance Department
1984-1088 R.J. Rudden Associates, Inc.
Senior Consultant
1983-1984 Massachusetts Executive Office of Energy Resources
Consultant :
1981-1983 Algonquin Gas Transmission Company

Corporate Planner

1980-1981 Massachusetts Executive Office of Energy Resources -- Analysis and
Regulations Program
Assistant Director

1978-1980 New England Regional Commission -- Energy Policy Analysis

Program
Coordinator/Senior Economist

PROFESSIONAL EXPERIENCE

Utility Restructuring
Managed several projects for electric and gas utilities on industry restructuring and unbundling initiatives.

Presented seminars to utilities, trade organizations and conferences on electric utility restructuring strategies
and implementation. .

Advised senior management of electric utilities on evaluating and developing strategies for enhancing the
value of the utility’s assets. Also assisted several utilities in the development of GENCO strategies.

Asset Valuation
Conducted due diligence analysis for several banks regarding the potential financing for merchant power
projects, gas storage projects, and gas pipeline assets.
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Conducted asset valuation analysis for utilites and power generators interested in acquiring power
generation assets. Analysis included valuation of gas-fired combined cycle and CTs, coal projects,
hydroelectric facilities, power contracts, pipeline capacity commitments, and electric transmission assets.

Renewable Resources

Developed renewable resource RFPs and assisted in bid evaluation for Hydro-Quebec Distribution (1000
MW Wind and 100 MW Biomass), Massachusetts Technology Collaborative, Portland General Electric
(wind, geothermal, and biomass proposals), Central Power & Light Company (wind only RFP), Public Service
Company of Oklahoma, Southwestern Electric Power Company, West Texas Ultilities, Hawaiian Electric
Company, and Northern States Power (Technical Advisor).

Chaired two major conferences on green pricing initiatives and renewable resource development

Competitive Energy Pricing
Negotiated several special contracts with unique pricing arrangements between utilities and customers.

Developed a market price evaluation methodology and pricing process for a large electric utility for wholesale
and retail marketing initiatives.

Developed approach for resource procurement in a competitive electric market based on portfolio design,
which incorporates short and long term resources, flexible contract provisions and option pricing concepts.

Risk Management

Conducted seminars for utilities on the use of risk management techniques and financial derivatives to
hedge risks, including the use of options, futures and swaps. Applied financial option techniques in the
development of physical option arrangements.

-Developed a risk management strategy for a major electric utility to hedge its fuel and power trading price
risk.

Fuel Supply Acquisition Strategy and Procurement

Assisted several LDCs and electric utilities with gas procurement activities including direct purchases from
suppliers. Activities included development of a supply portfolio plan, design of an RFP for gas supplies,
assessment of the need for price and nomination flexibility for contracting, development of the evaluation
criteria, and review and evaluation of proposals submitted. Participated in RFP's for both U.S. and Canadian
supplies. Responsible for the evaluation of over 100 proposals for gas supply.

Assisted independent power producers and cogenerators with development of fuel purchase strategies, and
implementation of the strategy including identifying producers, suggesting a course of action and negotiation
of the fuel purchase contracts and transportation pricing terms and conditions.

Completed gas procurement strategies and portfolio designs for several electric utilities. Responsibilities
included evaluating pipeline and storage options, developing a procurement strategy, and recommending a
course of action. The projects involved integrating the production cost and operations of the generation units
with gas supply and transportation contracting considerations to develop a least cost strategy.

Power Procurement/Competitive Bidding

Assisted a number of utilities in the development and implementation of competitive bidding processes and
associated RFPs for long-term supply-side resources, renewable resources, option contracts, distributed
resources and demand-side resources. Evaluated hundreds of power supply proposals for a wide range of
power generation technology options.
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Directed a major study for a large electric utility involving the development of a viability methodology for
assessing non-utility generation projects. The approach involved the use of Critical Path methodology to
assess project status and probability of success

Third-party Evaluator or Independent Monitor for a number of power solicitation or competitive bidding
processes including: Delmarva Power, Baltimore Gas and Electric, Duke Power, Hydro-Quebec (Baseload
and Dispatchable Supply, Wind, Biomass, Cogeneration, and several Short-Term Call for Tenders), Portland
General Electric, BC Hydro, Central and SouthWest Services (five separate RFPs), Commonwealth Edison,
Pacificorp, Public Service Company of Oklahoma and Southwestern Electric Power Company RFPs for
power supplies. Have had the opportunity to review and evaluate hundreds of power supply proposals
representing numerous technologies and contract structures.

Project Manager responsible for designing and developing supply side RFPs for several electric utilities
including Boston Edison, Central and South West Services, Inc., Commonwealth Edison Company, Duke
Power, Carolina Power & Light, and Hydro-Quebec.

Assisted in the preparation of power supply bids on behalf of utility and non-utility clients for a number of utility
solicitations.

Assisted several utilities with the design and development of an evaluation methodology and development of
contract terms for RFP’s for Power Options. Managed the development of an options pricing model to
evaluate bids received.

Energy Market and Economic Policy Studies
Conducted a number of studies for utility and non-utility clients on the market for power in various regions of
the US and in Canada.

Directed merchant power study for an Independent Power Producer assessing the market price of power for
the uncommitted capacity from the project as a form of merchant power. Study components included
analysis of the competitive market price in both the short and long term, definition of need for capacity and
energy, risk assessment of key market factors, and project dispatch analysis.

Assisted in the completion of a gas market study for a proposed natural gas pipeline project assessing the
potential of the Northeast market for Canadian gas.

Conducted several market studies and power price forecasts in support of due diligence efforts for
acquisition of power generation assets.

Strategic Planning and Analysis
Assisted in a strategic planning study for a major international coal company with the goal of developing
strategies to increase market share within the electric power industry.

Completed a strategic planning study for a major electric utility assessing the opportunities for the company in
the changing natural gas market, including fuel purchasing strategies, and gas fired cogeneration and
combined cycle opportunities.

Prepared economic forecasts and strategic plans for a gas transmission company.

Conducted several seminars for senior management of pipeline companies and electric utilities on
opportunities and challenges for gas use in electric generating facilities.
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Assisted several local gas distribution companies with development and implementation of gas
supply/transportation procurement strategies in response to FERC Order No. 636.

Forecasting and Modeling
Managed the development of a monthly demand forecasting model for each rate class for LDCs using both
econometric and end-use modeling techniques as part of its integrated resource planning process.

Developed integrated planning and forecasting system for a small electric utility. The system was comprised
of production cost, generation planning, cost of service, demand forecasting and rate design modules.

Assisted in econometric research study of the capital structure of a large combination utility.

Developed an electric rate forecasting model integrating production cost projections with a cost-of-service
model for a large industrial client for purposes of projecting the electricity costs for the utility over a five-year
time horizon.

Managed a number of projects and utilized several production cost and generation expansion models for
evaluation of power supply proposals and resource options.

Cost of Service/Rate Design
Submitted testimony before the Federal Energy Regulatory Commission on pipeline rate and cost allocation
issues in Penn York Energy Corporation and Great Lakes Gas Transmission Limited Partnership rate cases.

Replicated and critiqued several electric and gas cost of service models for rate case intervention dealing
with cost allocation, revenue requirements and rate design issues.

Financial Analysis
Assisted several utilities in the financial analysis of distributed resources for the purposes of establishing a
DG business unit.

Assisted in the preparation of a financial and economic feasibility study of a power generation project for a
consortium of banks.

Prepared several financial prefeasibility studies of proposed power generation projects for utilities,
independent power producers and industrials.

Directed several studies on power needs and competitive costs of power supply options for large
independent power producers for project applications before regulatory authorities.

EDUCATION

Northeastern University, Completed Doctoral Course work, Economics, 1977
Northeastern University, M.A., 1976

Assumption College, B.A., 1973

OTHER
Past Chairman, Massachusetts Natural Gas Task Force.

Adjunct Professor, Department of Finance, Babson College; Courses taught include Risk Management (MBA
Program), Options and Futures

Instructor/Lecturer, Department of Economics, Northeastern University, Statistics, Energy Economics,
Forecasting Techniques, International Economics.
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EMPLOYMENT HISTORY

¢ Principal and Founder, Summit Blue Consulting, Boulder, CO, 2000-present

e Vice President, Economics and Analytics, Hagler Bailly Consulting, Inc., Boulder, CO,
1995-2000

e Principal, A.T. Kearney/EDS Management Consultants, Boulder, CO, 1994-1995
e Sr. Vice President, XENERGY Inc., Boulder, CO, 1992-1994
o Sr. Vice President, RCG/Hagler Bailly, Inc., Boulder, CO, 1987-1991

e Cofounder and Sr. Vice President, Energy and Resource Consultants, Inc., Boulder, CO,
1979-1987

e Economist, Energy and Environmental Analysis, Inc., Boulder, CO, 1977-1979

EDUCATION

e University of Colorado, PhD, Economics, 1980
e  University of Colorado, MS, Economics, 1974
e Arizona State University, BS, Economics, 1973

PROFESSIONAL EXPERIENCE

In his 20 years of consulting experience, Dr. Violette has conducted assignments for clients
across North America related to the design, implementation and evaluation of energy efficiency
and energy services products. He also served as the co-chair for retail settlements subcommittee
of the Ontario Market Design Committee (MDC).

Internationally, Dr. Violette has conducted energy strategy projects for the International Energy
Agency in Paris and for Eastern European countries. He also helped develop energy strategies
for industry in Pakistan. Dr. Violette has published over 40 papers in journals and books, made
over 60 contributions to published conference proceedings, and contributed to reports to the U.S.
Congress prepared by the National Acid Precipitation Assessment Panel (NAPAP) and by the
National Commission on Air Quality (NCAQ).

SELECTED ASSIGNMENTS

o Currently evaluating the price-responsive load programs for the three investor-owned utilities
in California as part of a collaborative process that includes the California Energy
Commission and the California Public Utilities Commission. This includes making a
determination regarding whether progress towards Commission set goals is being made.

e Served as a task manager for a project for the California PUC’s verification of claims by the
four California gas and electric utilities for shareholder incentives over four-year period.

Summit Blue Consulting EXHIBIT “B”
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e Evaluating NYSERDA'’s peak demand programs (both permanent reductions and callable
reductions via the ISO) and their peak management enabling technologies programs in a

multi-year project for NYSERDA. These programs cover five investor owned utilities in
New York.

e Conducted an independent evaluation of market transformation accomplishments through
Northwest Energy Efficiency Alliance (Alliance) efforts since 1997. This retrospective
evaluation effort was initiated by an ad hoc committee appointed by the Alliance board of
directors for the primary purpose of determining whether the Alliance has transformed
enough markets to justify the costs of the Alliance.

e Co-chaired the 2003 Pricing in Electricity Markets Conference hosted by the Association of
Energy Services Professionals International and the Electric Power Research Institute
(EPRY). The focus of the conference was “what is working now and what is needed for the
future?” Presented a paper at the conference entitled “Pricing in Retail Markets —
Innovation and Resource Allocation.”

e Evaluated several innovative demand response and pricing programs for Sacramento

Municipal Utility District targeted at smaller and mid-market customers as part of a multi-
year study.

e Evaluating (along with Quantum Consulting) all of California’s investor owned utilities
innovative rates, pricing and demand response initiatives in a multi-year research effort.

e Assessed the strategic implications of Demand Response for a distribution utility where the
ISO New England is attempting to promote an aggressive program. The full range of
programs were examined with NSTAR taking either a lead role in the DR program, a
facilitation role, or a relatively hands off approach. A key component of the effort was to
calculate the benefits to the distribution company from Demand Response programs.

e Conducted an investigation into how electric cooperatives are utilizing strategic alliances to
reduce costs, improve their operations, and better serve their members. The final report,
published by the National Rural Electric Cooperative Association in January 2004, presents a
process guide for alliance formation and management that can serve as a tool to help
cooperatives plan and execute alliance agreements.

e Designed peak load curtailment programs for Louisville Gas & Electric Company and
developed evaluation plans for a portfolio of energy efficiency programs.

e Led a number of projects for the Electric Power Research Institute, including developing and
conducting training courses on performance measurement, data collection for decision
making, authoring a handbook for assessing the performance of energy services programs.

e Led a three-year in-field metering and monitoring for a consortium of seven gas utilities in
New England estimating the impacts of energy efficiency equipment in the residential and
commercial sectors. Led an effort for a consortium of five New England utilities to examine
the influence of utility actions on regional energy use and the markets for energy products.
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e Co-authored a “White Paper” for the National Association of Regulatory Utility
Commissioners on regulatory issues in the evaluation of energy services programs.

e Managed the analytic tasks of an EPRI tailored collaborative project examining the
integration of information from short-term metering of technologies with longer term billing
analyses of customers. The participating utilities were Northern States Power and Madison
Gas and Electric Company.

e Performed a number of assignments for utilities assessing their customer information systems
and how they can be used for performance measurement and market research. These efforts
often included the development of strategies for the collection of customer data and market
intelligence.

e Designed and conducted training programs and workshops on market and resource planning,
as well as performance measurement for a number of utilities. These seminars and workshops
have been conducted for professionals at San Diego Gas and Electric Company, Ontario
Hydro, Bonneville Power Administration, Hydro Quebec, Public Service Electric & Gas,
Arizona Public Service Company, and other utilities. Dr. Violette has also produced and
conducted six training seminars on behalf of the Electric Power Research Institute.

e Developed environment strategies, including environmental externality valuation and
integration of externalities in utility plans, as well as a number of assignments related to
Clean Air Act compliance, including emissions trading, conservation as a compliance
strategy, and the evaluation of compliance plans.

CONFERENCE PROCEEDINGS

“Portfolio Analysis of Demand-Side Resources (DSR) — Role in Planning—* presented at the
Eighth Annual National Symposium On Market Transformation, Washington DC, March 1¥-2™,
2004

“Making Electricity Markets Work for Everyone” presented at the 2004 Center for Neigborhood
Technology and The Community Energy Cooperative Forum, Chicago, IL, February 27, 2004.

“The Natural Gas Crisis - Implications for EE & DR Cost-Effectiveness Analysis” presented at
the 14th National Energy Services Conference and Exposition for the Association of Energy
Professionals, New Orleans, December 10-12, 2003

“Mass-Market Demand Management Offerings: Evaluation Methods Assessment and Results,”
presented at the IEPEC 2003

“Pricing in Retail Markets — Innovation and Resource Allocation,” presented at the 2003
Pricing in Electricity Markets Conference for the Association of Energy Professionals, in
conjunction with EPRI, Chicago, IL, May 14-15, 2003.
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“Cost Effective Evaluation of Mass Market Load Management Programs™ In Proceedings of the
2001 International Energy Program Evaluation Conference, Salt Lake City, UT, NTIS Pubs.,
Washington, DC, July 2001.

“Opportunities for Load Management in Mass Markets,” EEI Retail Energy Services
Conference, Chicago, Ill., March 29, 2001.

“Innovative Sales and Pricing Structures — Riding the Waves!” presented at EMACS ’98: The
1998 Energy Marketing and Customer Service Conference, The Westin Horton Plaza, San
Diego, California, October 15, 1998.

“Convergence of Markets Opportunities and Risks,” presented at the American Gas
Association’s (AGA) Workshop on Unbundling and Affiliate Transactions, Ritz-Carlton Hotel,
Arlington, VA, July 9, 1998.

“Convergence - reality or hype?” presented at the Electric Utility Consultants conference on
Electric Utility Business Environment, Westin Hotel, Denver, CO, June 24, 1998.

“Stranded Cost Recovery — Understanding the Legislation Affecting New Jersey and States
around the Country,” presented at the IBC’s Fourth Annual Industry Forum on Developing and
Negotiating Strategic Mechanisms for Stranded Cost Recovery, Renaissance Washington DC
Hotel, Washington, DC, June 23, 1998.

“Electricity Price Forecasts and the Forward Price Curve for Electricity,” presented at the EPRI
1998 Innovative Approaches to Electricity Pricing Conference, Washington, DC, June 18, 1998.

“The Business Process Challenges of Retail Competition: Organizational Structures Will
Change,” Pacific Cost Gas Association’s (PCGA) Deregulation Conference, Portland, OR,
May 13, 1998.

“Changing Times: Business Opportunities and Risks in the Gas and Electric Industries.”
Presented at the American Gas Association’s (AGA) Marketing and Communications
Conference: Betting On Our Customers, Las Vegas, NV, April 27, 1998.

“The Ten Year Perspective: What Actions Need to be Taken Today for Your Firm to be
Successful 10 Years From Now?”” Presented at The Fourth Annual Power Industry Forum, Panel
Four: Marketing — Heart of the New Power Company, Infocast, Carlsbad, CA, March 7, 1997.

“North American Energy Measurement & Verification Protocols (NEMVP).” Presented at the
AEE Chapter, Budapest, Hungary, November 26, 1996.

“Evaluation of Energy Efficiency Activities: The Keys to Success.” Conference materials
presented at the 2nd International DSM & Energy Efficiency Strategies Conference,
Copenhagen, Denmark. November 20-21, 1996.
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“An Introduction to the Principles and Applications of Market Research for Electric Power
Companies.” In Infocast Conference Proceedings — Market Intelligence for Utilities: Obtaining
and Analyzing Critical Customer and Competitor Data.” Denver, CO, July 29, 1996.

“Customer Decision Making.” Presentation for nfocast Conference — The Marketing Institute
for the Electric Power Industry, Atlanta, GA, March 5, 1996.

“Creating Market Opportunities through Energy Services.” Opening Plenary Session,
Proceedings of the 1995 Association of Energy Services Professionals Annual Member Meeting,
Association of Energy Services Professionals Pubs., Boca Raton, FL, December 4-6, 1995.

“Customers’ Speak — What Customers Need from Energy Suppliers.” In Proceedings of the
1995 Association of Energy Services Professionals Annual Member Meeting, Association of
Energy Services Professionals Pubs., Boca Raton, FL, December 4-6, 1995.

“Assessing Marginal Costs for Competitive Pricing.” In Proceedings of Conference on
Competitive Analysis & Benchmarking for Electric Power Companies, Center for Business
Intelligence Pubs., Burlington, MA, November 1995.

“Performance Measurement Concepts and Framework.” In The 1995 Performance Measurement
Workshop: Measuring the Performance of Utility Products and Services in an Era of Increasing
Competitiveness, Denver, CO, Electric Power Research Institute Pubs., Palo Alto, CA,
November 1995.

“Setting a Research Agenda for Assessing Market Transformation and Spillover,” In
Proceedings of the 1995 International Energy Program Evaluation Conference, Chicago, IL,
NTIS Pubs., Washington, DC, #CONF-950817, August 1995, p. 9.

‘“Evaluation in the Age of Anxiety.” In Proceedings of the 1995 International Energy Program
Evaluation Conference, Chicago, IL, NTIS Pubs., Washington, DC, #CONF-950817,
August 1995, p. 859.

“Data Collection and Information Systems: What We’ve Learned from the DSM Experience.”
In Proceedings: Delivering Customer Value — 7th National Demand-Side Management
Conference; Electric Power Research Institute Pubs., Palo Alto, CA, #EPRI TR-105196,

June 1995, p. 25.

“Energy Efficiency Evaluation.” In Proceedings — IEA Experts Panel Meeting on Evaluation,
Sponsor: International Energy Agency/Organization for Economic Co-operation and
Development, Washington, DC, November 1994.

‘“Evaluation: Issues, Methods, and Direction.” In Proceedings of Asian Pacific Economic
Community (APEC) Inter-Utility Demand Side Management Liaison Group, Julia Shaver, ed.,
Oak Ridge National Laboratory, Oak Ridge, TN, October 1994.
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“Addressing Uncertainty and the Value of Flexibility in the Second Generation of IRP.”
Published in the Proceedings of American Council for an Energy Efficient Economy — 1994
Summer Workshop, ACEEE vol. 6, p. 231, August 1994.

“The Treatment of Qutliers and Influential Observations in Regression-Based Impact
Evaluation.” Published in the Proceedings of American Council for an Energy Efficient Economy
— 1994 Summer Workshop, ACEEE vol. §, p. 172, August 1994.

“Addressing Uncertainty and the Value of Flexibility in Utility Planning.” In Proceedings of the
1994 Integrated Resource Planning Conference, Electric Utility Consultants, Inc. Pubs., Denver,
CO, April 1994, p. 1.

“Discrete Choice Models for Planning and Evaluation of Electric Utility Demand-Side
Management Programs,” Proceedings TIMS/ORSA Joint National Meeting, Chicago, IL,
May 1993.

“Data Quality in Program Tracking Systems: The Impact on Evaluation.” Proceedings of the 6th
National Demand-Side Management Conference; Electric Power Research Institute Pubs.,
Palo Alto, CA, #EPRI TR-~102021, March 1993.

“Impact Evaluation and Program Tracking Systems.” Proceedings — 6th National Demand-Side
Management Conference: Making a Difference. Sponsors: Electric Power Research Institute,
Edison Electric Institute, and U.S. DOE, Electric Power Research Institute Pubs., Palo Alto, CA,
#EPRI TR-102021, March 1993, p. 41.

“Uncertainty in an IRP Process.” Proceedings of the Integrated Resource Planning Conference,
Sponsor: Electric Utility Consultants, Inc., Denver, CO, March 18-19, 1993, p. 289.

“Estimating the Impacts of DSM Programs for Use in IRPs.” Conference Proceedings — Long
Range Forecasting for Gas Utilities, New Orleans, LA. Sponsor: American Gas Association,
Washington, DC, March 11-13, 1992.

“A Framework for Evaluating Environmental Externalities in Resource Planning — A State
Regulatory Perspective.” In Proceedings of the NARUC National Conference on Environmental
Externalities in Jackson Hole, WY. National Association of Regulatory Utility Commissioners,
Washington, DC, October 1990.

“Five Steps through the Clean Air Act — Developing an Acid Rain Compliance Strategy.”
In Proceedings of the 1990 Energy and the Environment Conference. Sponsor: Electric Utility
Consultants, Inc., Denver, CO, September 1990.

“Using Billing Data to Estimate Energy Savings: Specifications of Energy Savings Models,
Self-Selection and Free-Riders.” Published in the Proceedings of American Council for an
Energy Efficient Economy (ACEEE) — 1990 Summer Workshop, ACEEE, Washington, DC,
August 1990, Vol. 6, p. 131.
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“Evaluation of a New Home Construction Program: Combining Load Research, Billing Data,
and Engineering Estimates in a Consolidated Framework.” Published in the Proceedings of
American Council for an Energy Efficient Economy (ACEEE) — 1990 Summer Workshop,
ACEEE, Washington, DC, August 1990, Vol. 6, p. 167.

“Use of End-Use Load Research Data in Statistical/Econometric Evaluations of DSM
Programs.” Proceedings — Conference on End-Use Load Information and its Role in DSM in
Irvine, CA. Sponsor: The Fleming Group, July 1990.

SELECTED PUBLICATIONS

“Strategic Alliances: Partnering to Achieve Cooperative Objectives,” for National Rural Electric
Cooperative Association (NRECA), October 2003, #Project01-06

“Retrospective Assessment of the Northwest Energy Efficiency Alliance” for the Northwest
Energy Efficiency Alliance, October 2003, #E03-120

“Electricity Pricing Lessons from the Front” White Paper based on AESP/EPRI Pricing
Conference, May 2003, #1002223

“An Initial View on Methodologies for Emission Baselines: Energy Efficiency Case Study,”
OECD and IEA, June 2000.

“Conventional Pricing Wisdom Not Competitive: Riding Customer-Choice Wave with
Innovation Creates Margin, Attracts Customers,” for Energy Marketing; Forecasting the Future
of the Energy Marketplace, February 1999/Volume 2.1.

“Chapter 16: Implications of Retail Customer Choice for Generation Companies.” In Customer
Choice: Finding Value in Retail Electricity Markets, Public Utility Reporting (PUR) Press,
January 1999.

“Evolving Business Processes for Gas Utilities: The Impacts of Retail Choice,” for the Gas
Research Institute, Market Analysis and Information Technology Business Unit, May 1998.

“Retail Choice and Energy Convergence: Implications for Gas Utilities,” Natural Gas, Pubs.,
John Wiley & Sons, Inc., August 1998.

“Viable Business Models for Generation in an Era of Competition and Retail Choice,” Public
Utilities Report, Forthcoming, September 1998.

“Evaluation, Verification, and Performance Measurement of Energy Efficiency Programmes.”
International Energy Agency Publication, Paris, France, Forth Draft, April 25, 1996.
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Editor, Performance Impacts: Evaluation Methods for the Nonresidential Sector, Electric Power
Research Institute Pubs., Palo Alto, CA, EPRI TR-105845, Research Project 3269,
December 1995.

Editor, Inaugural Issue of the Energy Services Journal, Lawrence Erlbaum Associates Pubs.,
Vol. 1, Issue 1, October 1995.

“Chapter 6: Estimating Spillover and Market Transformation.” In Performance Impacts:
Evaluation Methods for the Nonresidential Sector, Electric Power Research Institute Pubs.,
Palo Alto, CA, EPRI TR-105845, Research Project 3269, December 1995.

Evaluation and Verification of Energy Efficiency Programmes: Issues and Methods,
International Energy Agency Pubs., Paris, France, October 1995.

“A Convergence of Concepts: The Coming Wave of Change Management and Strategic
Benchmarking.” President’s Column, STRATEGIES: A Publication of the Association of Energy
Services Professionals, Spring 1995, p. 9.

“Demand-Side Management at the Crossroads,” Natural Gas Journal, Pubs: John Wiley & Sons,
Inc., December 1994, pp. 13-18.

“DSM in the Crystal Ball.” President’s Column, STRATEGIES: A Publication of the Association
of Energy Services Professionals, Fall 1994, p. 7.

Regulating DSM Program Evaluation: Policy and Administrative Issues for Public Utility
Commissions. National Association. of Regulatory Utility Commissions, (NARUC),
Washington, DC, NTIS Pubs. #ORNL/Sub/95X-SH985C, April 1994.

“Comments on Applying Ratio Estimation Methods.” Evaluation Exchange. Synergic Resources
Corporation and the International Energy Program Evaluation Conference Pubs., Bala Cynwyd,
PA, September/October 1993, Vol. 3, No. 2, p. 3.

“Chapter 4: Value of a Statistical Life in Wrong Death Cases,” Hedonic Methods in Forensic
Economics, J. Ward Ed., University of Missouri Press Pubs., 1992.

“Setting Evaluation Accuracy Standards: What Will and Will Not Work.” Evaluation Exchange.
Synergic Resources Corporation and the International Energy Program Evaluation Conference
Pubs., Bala Cynwyd, PA, November/December 1992, Vol. 2, No. 6, p. 9.

Approaches for Synthesizing DSM Program Evaluations: The Wisconsin DSM programs
Evaluation Database and a Review of Meta-Analysis, Electric Power Research Institute Pubs.,
Palo Alto, CA, #EPRI, TR-100697s, Vols. 1-3, June 1992.

“Chapter 5: Data Analysis for DSM Program Evaluation,” in the Handbook to DSM Program
Evaluation, Eric Hirst and John Reed, eds., NTIS Pubs., Washington, DC, # ORNL/CON -336,
December 1991.
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“Chapter 9: Integrated Resource Planning and the Clean Air Act, in Energy Efficiency and the
Environment: Forging the Link,” E. Vine, D. Crawley and P. Centolella, eds., ACEEE Series on
Energy Conservation and Energy Policy, Pubs: American Council for an Energy-Efficient
Economy Pubs., Washington, DC, 1991, pp. 177-188.

Impact Evaluation of Demand-Side Management Programs — Volume 2: Case Studies and
Applications, Electric Power Research Institute Pubs., Palo Alto, CA, #EPRI CU-7179 V2,
. September 1991.

Impact Evaluation of Demand-Side Management Programs — Volume 1: A Guide to Current
Practice, Electric Power Research Institute Pubs., Palo Alto, CA, #EPRI CU-7179, V1,
February 1991.

Integrated Planning, Evaluation and Cost Recovery Issues for Gas Distribution Ultilities.
Planning and Analysis Group, American Gas Association Pubs., May 1991.

RECENT TESTIMONY

e Prepared testimony and testified before the New Jersey Board of Public Utilities concerning
GPU’s Restructuring Petition, Docket No. EO97060396, March 20, 1998. Corresponding
report is entitled “Review of GPU’s Restructuring Petition, GPU Energy Docket No.
EA97060396, February 24, 1998.

e Prepared testimony and testified before the New Jersey Board of Public Ultilities concerning
GPU Energy Unbundled Rates Petition, Docket No. EO97070458,” January 12, 1998.
Corresponding Report is entitled “Review of GPU’s Unbundled Rates Petition,” GPU Energy
Docket No. EA97060396, December 15, 1997.

e Prepared testimony in the Joint Application of Central Power and Light Company, West
Texas Utilities Company and Southwestern Electric Power Company for Approval of
Preliminary Integrated Resource Plans and for Related Good Cause Exceptions, before the
Public Utility Commission of Texas, Docket No. 16995, January 1997.

e Participated in rate case testimony and support for Central Light and Power Company for the
rate case, Docket No. 14965, before the Texas PUC, March 1996.

PROFESSIONAL AFFILIATIONS AND HONORS

e FElected to the Board of the Association of Energy Services Professionals, and also serves as
Vice President of the Executive Committee, 2004.

e Served three years as elected President of the AESP, 1994, 1995, and 1996.

e Editor of the inaugural issue of the Energy Services Journal, Lawrence Erlbaum publishers,
1995.
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e Member of the National Commission on Air Quality Benefits Estimation Panel.
e Member of the editorial board of Evaluation Exchange. ‘

e Awarded Highest Distinction on both PhD Comprehensive Field Exams, University
of Colorado.

e Recipient of University of Colorado Regents Fellowship.
o Graduated summa cum laude, Arizona State University, 1973.

e Male Scholar of the Year, Arizona State University, 1973.
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Hawaiian Electric Company, Inc.

David G. Waller

EDUCATIONAL BACKGROUND AND EXPERIENCE

Business Address:

Position:
Years of Service:

Education:

Previous Positions:

Other Qualifications

Hawaiian Electric Company, Inc.
220 South King Street
Honolulu, HI 96813

Vice President, Customer Solutions

17 years

Masters in Business Administration
University of Hawaii at Manoa, 1989

B.S. Chemical Engineering
Rose Hulman Institute of Technology

1998-2004
Manager, Energy Services Department
Hawaiian Electric Company, Inc.

©1992-1998

Director, Customer Technology Applications
Division
Hawaiian Electric Company, Inc.

1989-1992
Director, Fuel Resources
Hawaiian Electric Company, Inc.

Other managerial and technical positions with
Pacific Resources, Petro-Canada Exploration
Pembina Pipeline, and Amoco Oil Company

Register Professional Engineer, Montana
Register Professional Engineer, Alberta, Canada
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GREGORY A. WIKLER
Vice President
Global Energy Partners, LLC
3569 Mt. Diablo Blvd., Suite 200
Lafayette, CA 94549
Tel: 925-284-3780

QUALIFICATIONS

Over eighteen years experience as an energy planner and project manager for strategic
planning and market evaluation projects for electric utilities

Substantial knowledge of residential, commercial and industrial energy use practices and the
application of end-use technologies

Recognized expert in energy efficiency planning, program design, program implementation
and performance evaluation

Expertise in technology assessment and market analysis for demand response and distributed
generation technologies

Conducts projects related to energy efficiency measures, demand response programs,
building analysis and modeling, and market research related to customer decisionmaking
processes

Areas of expertise include:
»  Integrated resource planning
Economic and cost-benefit analysis
Market analysis and strategic planning
Financial and profitability analysis
Technology and market assessments of new products and services
Environmental and pollution reduction technology assessments
End-use data and engineering analysis
Energy audit and facility data collection project management

PROFESSIONAL EXPERIENCE
2000 - present  Vice President

Global Energy Partners, LLC, Lafavette, California
(An affiliate company of EPRI and DMJM-H&N)

As a Vice President for Global Energy Partners, Mr. Wikler conducts technical, economic and financial
assessments related to the electric industry. His expertise addresses such contemporary industry topics
such as energy efficiency and DSM program planning, load management program implementation,
environmental assessments, electric industry liberalization and privatization, project development and
financial assessment, and public/private partnership development. Representative projects include:

For Hawaiian Electric, on behalf of the three investor-owned utilities of Hawaii, directing an
assessment of energy efficiency and demand response resource potential for Hawaii. The
assessment is a prelude for integrated resource plans (IRP) that are being developed by each
of the utilities per regulatory requirements.

For the California Measurement and Advisory Council (CALMAC), conducted a summary
study of all California energy efficiency program efforts during the 2001 energy crisis. The
study drew upon savings and costs reported by the implementing entities (e.g., utilities,
agencies, third parties) as part of the measurement and verification protocols.
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e For the investor-owned utilities of Iowa, developed a comprehensive energy-efficiency
resource assessment. The study provided each of the four utilities with a foundation for
developing their own tailored energy efficiency plans that both met the spirit of the
regulatory rules on energy efficiency and adhere to each company’s goals and objectives for

this activity. The project involved developing load profiles for 14 market segmentsin the
residential and commercial sectors so that energy efficiency measures can be appropriately
addressed and then calibrating those loads with utility billing records.

¢ For the California Energy Commission, developed a Demand Curtailment program initiative
to bring about 57 megawatts of demand responsive infrastructure and capability to buildings
and factories throughout the state of California. The program targeted HVAC and lighting
demand reductions for commercial, manufacturing and state/local government facilities. The
program utilized a combination of strategies that enable load curtailment notification through
web-based applications and telecommunication devices that activated automatic curtailments
during peak demand periods.

e For the Electric Power Research Institute, developed technology solutions and new product
strategies for EPRI’s industrial application centers addressing the materials fabrication,
materials production, food & agriculture, electronics, and healthcare industries.

e For Excellent Energy International (an energy service company based on Thailand partly
owned by Global Energy Partners), conducted techmical feasibility assessments related to
prospective performance-based contracts for energy projects promoting cogeneration, load
management and energy efficiency technologies. Serving on the company’s Board of
Directors.

e For the Louis Berger Group, supporting the USAID Greenhouse Gas Emission Reduction
(GEP) project in India. The assignment calls for conducting benchmarking studies of
existing solid waste management practices and studying the feasibility of developing
methane recovery systems in order to power engines and turbines that can be used for
generating electricity. Methane recovery also has the benefit of substantially reducing
carbon emissions and thus potentially serving the broader objectives of the Government of
India and USAID in reducing greenhouse gases. Other project elements include
development of research forums focused on other renewable technology development and
broader implementation of energy efficiency initiatives.

1998 -2000  Planning/IRP Advisor
Electricity Generating Authority of Thailand, Banekok, Thailand -

As their Planning/IRP Advisor for 19-months, Mr. Wikler advised EGAT on issues related to long-range
planning of energy resources as well as electric industry restructuring and the role of energy efficiency in
the privatized electric power market. He oversaw numerous short-term consulting assignments covering
topics related to load research data collection efforts, load management program effectiveness studies,
energy efficiency market assessments, and impact and process evaluation studies for a variety of
programs and applications. Mr. Wikler directed the development of EGAT’s long-range integrated
resource plan (IRP) that placed supply-side resources on a level playing field with demand-side
resources. The EGAT project was funded in part through a US$15.5 million grant from the Global
Environmental Facility/Government of Australia and managed by the World Bank.

1995-1998  Senior Associate/Project Manager
NEOS Corporation, Lafavette, California

Conducted economic and engineering analysis consulting assignments for clients representing investor-
owned utilities, federal and state power agencies, and international utilities. Representative project
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experience includes:

For the Electric Power Research Institute, conducted a load volatility assessment to support
the enhancement of product pricing tools already developed by EPRI. Also assessed the

feasibility of load management techniques to address increasing utility concerns regarding
peak load management.

For Riverside Public Utilities, conducted load management audits that assessed current
customer load characteristics and identified strategies for more effective management of the
customer loads including sub-station development, backup generation and energy efficiency.

For Potomac Electric Power, developed resource potential estimates for commercial-sector
DSM and load management programs. Results of the study were included in Pepco’s Least
Cost Plan filing with the DC and Maryland commissions.

For Sempra Energy, provided market planning analysis and support for non-residential
markets. Activities included the development of customer energy analysis tools to support
the sales staff and market segmentation strategies aimed at new product planning and design.

For Electricity Generating Authority of Thailand, conducted energy audits and engineering
simulation studies for 50 large commercial buildings in Bangkok. Results supported
development of an important DSM program database for future program planning.

As project manager for the NEOS medical waste technology initiative, conducted technology
and market assessments for seven utility clients identifying and assessing electric-based
technologies that could be used for disposal of bio-hazardous medical waste.

1989 - 1995  Project Director

Barakat & Chamberlin, Inc., Oakland, California
(Acquired by PG&E Energy Services in 1997)
(Project Director 1994-95, Sr. Associate, 1991-93; Consultant, 1989-91)

Conducted economic analyses and strategic planning for domestic and international utility clients.
Projects encompassed a variety of issues related to DSM program planning and development, market and
technology research, and urban and regional planning. Areas of project expertise included the following:

Market Analysis and Strategic Planning. Developed segmentation analyses and
competitive technology assessments for utility industrial sectors, conducted market potential
assessments for competitive technology implementation and identified utility customer needs
as they relate to environmental mitigation strategies. He directed such projects for Duke
Power, Tennessee Valley Authority, Texas Utilities and EPRI.

Competitive Technology Assessments. Provided direction for detailed technical studies
requiring the use of engineering simulation models such as DOE-2 and ESPRE to determine
the load impacts for DSM measures, electrotechnologies and environmental technologies.
He directed such studies for Potomac Electric Power, Pacific Gas & Electric, and the U.S.
Congress Office of Technology Assessment.

Demand-side Management. Managed long-range DSM potential studies that included fore-
casts of DSM technical, economic, and achievable potential. He has managed program
impact evaluation studies focusing on load impacts derived through engineering models, net-
to-gross assessments, and evaluation. He has extensive experience in utilizing existing mod-
els and analytical techniques such as engineering thermal load models including DOE-2, cost
effectiveness models, and prototype simulations. He directed DSM planning studies for
numerous clients including Pacific Gas & Electric, Duke Power, Potomac Electric Power, the
Gas Research Institute, and the Electric Power Research Institute.
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e Regulatory Support and Expert Testimony. Prepared DSM-related testimony in various rate
case proceedings, including Midwest Gas’ 1992 DSM Hearings, Pacific Gas & Electric’s
1993 General Rate Case and Potomac Electric Power’s 1990, 1992 and 1994 Least Cost
Planning hearings. He testified before the Iowa Utilities Board regarding Midwest Gas’

1992 DSM plan.

1987 - 1989  Senior Economist
ADM Associates, Sacramento, California

Performed comprehensive energy-related analyses for investor-owned utilities and federal power
marketing agencies. Prepared technical analyses related to energy efficiency technology assessment,
market analysis and economic feasibility. Performed comprehensive end-user surveys for the consumer
and commercial market segments. ‘

1986 - 1987  Research Assistant
Bureau of Governmental Research and Service, University of Oregon, Eugene,

Oregon

Assisted Oregon cities and counties in the implementation of energy management programs. Conducted
utility rate analyses and compiled inventories of municipal streetlighting systems.

1984 - 1985  Research Associate
National Economic Research Associates, Los Angeles, California

Performed economic analyses related to antitrust litigation for clients in the oil and gas, aircraft,
shipbuilding, and cosmetic industries. Researched issues of market definition, pricing, and profitability
relevant to the evaluation of anti-competitive behavior.

PREVIOUS TESTIMONY

Wisconsin Power and Light Company (Docket No. 6680-UR-112) before the Public Service Commission
of Wisconsin (November 2003) regarding Shared Savings program assessment performed for the
company.

Midwest Gas (Docket No. EEP-92-09) before the Iowa Utilities Board (1993) regarding Energy
Efficiency Plan developed for the company.

EDUCATION

MS, Economics, University of Oregon, Eugene, 1987
Master of Urban Planning, University of Oregon, Eugene, 1987
BS Energy Economics, University of California, Davis, 1982

MEMBERSHIPS

Member of Board of Directors, Peak Load Management Alliance (2001-Present)
Member, Association of Energy Efficiency Service Professionals (1995-Present)
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PETER C. YOUNG

BACKGROUND AND EXPERIENCE

BUSINESS ADDRESS: Hawaiian Electric Company
P.O. Box 2750
Honolulu, Hawaii 96840
CURRENT POSITION: Director,
Pricing Division,

Energy Services Department

YEARS OF SERVICE: 18 Years

OTHER EXPERIENCE: Financial Analyst, Pacific Resources, Inc.

Corporate Analyst, Pentagram, Inc.

EDUCATION: MBA (Finance), University of Washington
BA (Economics, Political Science),
Claremont McKenna College, Claremont, CA

OTHER TESTIMONY: Docket No. 04-0113 - Electric Sales Revenue,
Cost of Service and Rate Design
Docket No. 99-0207 - Electric Sales Revenue;
Cost of Service and Rate Design
Docket No. 97-0346 - Electric Sales Revenue;
Cost of Service and Rate Design
Docket No. 7766 - Rate Base
Docket No. 7764 - Rate Base
Docket No. 7700 - Rate Base
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DSM STIPULATIONS

~ HECO initially implemented five 5-year energy efficiency DSM programs, which were
approved by the Commission in 1996 and for which HECO was allowed to recover program
costs, lost margins and shareholder incentives through the DSM Component of its IRP Clause.

On May 31, 2000 and June 30, 2000, respectively, HECO filed applications requesting
approval of (1) a new C&I DSM program, which would have consolidated the DSM measures in
HECO?’s three existing C&I DSM programs, for a period of five years, and (2) a new Residential
DSM program, which would have consolidated the DSM measures in HECO’s two existing
Residential DSM programs, for a period of five years. The applications also requested that the
Commission approve recovery of program costs, lost margins, and shareholder incentives using
the IRP Clause.

After the Consumer Advocate completed its review of the applications, HECO and the
Consumer Advocate finalized letter agreements dated and filed October 5, 2001 (C&I DSM
programs) and October 12, 2001 (Residential DSM programs), under which HECO’s three
existing C&I DSM programs and two existing Residential DSM programs would be continued
until HECO’s next rate case (which HECO committed under the letter agreements to filing
within three years using a 2003 or 2004 test year) in lieu of HECO continuing to seek approval
of new 5-year DSM programs. (HECO submitted two letter agreements for the Residential DSM
programs - - one executed by all parties to the docket that addressed the issues raised by the
Consumer Advocate, Hawaii Solar Energy Association (“HSEA”) and Life of the Land (“LOL”),
and one executed by HECO and the Consumer Advocate that addressed the issues raised by the
Consumer Advocate.) Under the agreements, (1) any DSM programs to be in place after

HECO’s next rate case would be determined as part of the case, (2) for the year beginning
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January 1, 2002, and subsequent years, HECO will cap the recovery of lost margins and
shareholder incentives if such recovery will cause HECO to exceed its current authorized return
on rate base, (3) HECO will not pursue the continuation of lost margins recovery or shareholder
inpgntives in future rate cases, and (4) HELCO and MECO would take the steps necessary to
implement any changes made by the Commission with respect to recovery of DSM program
costs within one year from the time such costs are incorporated into HECO’s rates as a result of
HECQO’s next rate case, at which time HELCO and MECO would cease accrual of lost margins
and shareholder incentives. Consistent with the agreement, HELCO and MECO filed requests to
continue their existing DSM programs on October 31, 2001.

By Order Nos. 19019 and 19020, issued November 15, 2001, the Commission approved
the proposed agreements, subject to certain conditions and modifications. The Commission also
reserved the right, upon its own initiative or upon motion, to reopen the dockets or open a
separate docket at any time to institute an investigation or other proceedings to ensure that the
electric power consumers or ratepayers affected by the proceeding are protected and that the
implementation of the parties’ agreements are consistent with the Commission’s IRP
Framework. Order Nos. 19019 and 19020 also required that HECO and the Consumer Advocate
(in the case of the C&I DSM programs), and HECO, the Consumer Advocate, HSEA and LOL
(in the case of the Residential DSM Programs) meet at specified time intervals to assess certain
matters such as the economic and rate impacts, if any, resulting from the implementation of the
parties’ agreement and HECO’s need to file a rate case, and submit joint reports at specified time
intervals that include a summary of the parties’ meetings, the anticipated filing date of HECO’s
next rate case, the parties’ affirmation that the agreement should continue to be implemented,

and a request by the Consumer Advocate for more information from HECO (if necessary).
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On August 7, 2003 and August 12, 2003, HECO filed agreements with the parties to the
stipulations, which modified the stipulations by delaying the required filing of a general rate case
by approximately 12 months such that HECO would utilize a 2005 test year for the filing. (In
order to comply with the stipulation, the general rate case application needed to be filed in the
second haif of 2004.) The terms and conditions of the stipulations, with the conditions imposed
by the Commission’s approval orders, remained generally unchanged, with the new agreements
providing for (1) temporary continuation of existing C&I and Residential DSM programs with
such modifications as the Commission may, from time to time, approve or order, until the next
rate case, (2) ending of the current DSM programs as part of the next rate case, with HECO
pursuing development of new and/or replacement DSM programs that will continue to provide
ample opportunities to ratepayers to strive for energy efficiency, and with the new and/or
replacement DSM programs that may be in place after the next rate case to be determined as part
of that case, (3) HECO continuing to accrue and recover the program costs, lost margins and
shareholder incentives for HECO’s existing DSM programs in accordance with the agreements,
terms and conditions of the stipulations and Commission approval orders, (4) HECO continuing
to cap recovery of lost margins and shareholder incentives based on the existing surcharge
mechanism, so that such recovery will not allow HECO to exceed its current authorized return on
rate base, (5) HECO continuing to reflect shareholder incentives earned in the monthly
calculation of its operating revenues, until interim rates are established in the next rate case, (6)
HECO agreeing to not pursue the continuation of lost margins and shareholder incentives
through a surcharge mechanism in the next rate case or thereafter, and (7) HECO and the parties
abiding by the Commission requirements that the parties meet every six months to confer and

assess, among other things, the economic and rate impacts, if any, resulting from the
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implementation of the stipulations, and to file joint reports regarding the meetings. The
Commission approved the new agreements by Order Nos. 20392 and 20391, issued August 26,
2003 in Docket Nos. 00-0209 and 00-0169, respectively.

The stipulations between HECO and the Consumer Advocate resulted from an oral
agreement reached prior to the status conference on September 21, 2001 with respect to HECO’s
then-proposed consolidated DSM programs, and were finalized on October 3, 2001. The parties
were willing to temporarily continue HECO’s existing DSM programs, rather than attempt to
resolve all issues regarding HECO’s new DSM programs and trigger the need for an immediate
rate case if recovery of lost margins was discontinued, “because of the substantial uncertainty
facing our nation, our state and HECO in the immediate future, as a result of the events of
September 11, 2001.” Ratepayers were assured that HECO’s continued recovery of lost margins
amd shareholder incentives would not result in “overearnings” for HECO, even if the state
economy immediately recovered from the events of “9/11”, because HECO “agreed to cap
recovery of lost margins and shareholder incentives based on the existing surcharge mechanism,
so that such recovery will not allow the Company to exceed its authorized rate of return on rate
base.”

At the time of the original stipulations, HECO indicated to the Consumer Advocate that it
planned to seek alternative incentive mechanisms for DSM programs in its rate case. See
Affidavit of Robert A. Alm, attached to HECO’s Motion for Partial Reconsideration (May 15,
2006). HECO attempted to make it clearer in the 2003 agreements that it planned to seék
alternative incentive mechanisms for DSM programs in its rate case, by indicating that it was
agféeihg to not pursue the continuation of lost margins and shareholder incentives through a

surcharge mechanism in the next rate case or thereafter.
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HECO's FSOP states that “[i]t was never the intention of the Company to pursue DSM
programs without being compensated. Rather it was the intention of the Company to propose an
incentive mechanism as an alternative to the current shareholder incentives and lost margins
recovery in the next rate case.”’ Simply stated, that means that HECO did not intend to forego
all compensation.” That does not mean, and was not intended to mean, that “HECO will not do
DSM at any time, under any set of circumstances, if they are not compensated beyond the
recovery of all fixed costs.” For example, HECO is committed to take steps (inciuding pursuing
cost effective DSM programs) necessary to maintain and improve reliable electric service.
HECO is also committed to pursuing DSM programs to the extent it is directed to do so by the
Commission.

At the same time, fair compensation has been and remains an important element of these
programs for a number of reasons. First, fair compensation has proven to be effective in this and
other utility jurisdictions and requires less regulatory resources than “command-and-control”
regulation. In addition, fair compensation puts energy efficiency DSM options on a level playing
field with supply-side options. Indeed, the IRP Framework explicitly identifies among its
Governing Principles (Section I1.B.) that “incentive mechanisms should be structured so that
investments in suitable and effective demand-side management programs are at least as attractive

to the utility as supply-side options.” Furthermore, all other factors being equal, there is a

! HECO FSOP at 55; HECO T-10 at 52-53; see response to DOD/HECO-IR-6-4.c in Docket No. 04-
0113.

The DSM stipulations contemplated that new DSM programs, including any new mechanisms to
compensate or provide incentives for utilities to efficiently and effectively implement such programs,
would be established in the same proceeding in which the existing programs and incentive
mechanisms were terminated. Thus, the stipulations provided that the current DSM programs would
end as part of the next rate case, and that the new and/or replacement DSM programs that may be in
place after the next rate case would be determined as part of that same case. HECO did not stipulate
that it would implement replacement DSM programs, or continue its existing DSM programs after
the “next” rate case, without the opportunity to propose or earn any form of compensation for
successfully implementing the programs.
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financial disincentive to pursue energy efficiency savings between rate cases without a
mechanism to compensate the utility for the recovery of fixed costs foregone due to sales lost as
a result of the aggressive implementation of DSM programs. Moreover, third-party DSM service
providers generally would also require compensation beyond simple program cost recovery.
Finally, appropriate alignment of financial incentives with well performing energy efficiency
programs is simply good public policy.

In addition, HECO has made alternative proposals with respect to utility compensation
for implementing DSM programs in order to facilitate discussion that could lead to substantial
agreemerit on one of the three proposals or some version of the three proposals. Response to

HSEA/HECO-IR-7.

1546298.1
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COMPARSION OF MAXIMUM ACHIEVABLE POTENTIAL TO PROGRAM GOALS

MAP Energy Savings

(GWh)'

2004-05 Actual
Acquired2

83

83

83

2006-2020 Projected’

290

515

684

Proj ected Program

Savmgs (GWh)

83

373

598

728

Percent of MAP

107%

85%

63%

58%

Sources:

1. Exhibit HECO-1101, Page 89 (Table 6-9, Page 90 of 111). Values represented at the gross customer level.
The MAP in Exhibit HECO-1101, has a base year of 2003.
2. Annual savings from measures installed in 2004 and 2005, at the gross customer level.

3. From Exhibit 7, Page 2 (revised 8/24/06), but at the gross customer level. (Exhibit 7 is shown at the net

system level.)

4. Sum of 2004-05 Acquired impacts and Projected Program Savmgs at the Gross Customer Level.
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DSM Administration matrix.xls

DSM Program Administration Matrix (by Program)

delivery channels,
with the exception
of LIHEAP. Third-
party may provide
innovative delivery
ideas and/or be

customer segment.
Relies on other
government
agencies to reach
these customers.

with private
charitable
organizations are
focused on this
segment and have
special funding

Segment Technical & Customer Financing Cost Cost Structure |Economies of Scale
Market Expertise | Relationship
Low Income Residential HECO has expert JHECO does not Several local, state, |Utility has no cost {Government
knowledge of DSM |have special and federal history with this agencies and/or
measures, but is not f{expertise with the |government segment. ~|charitable
as familiar with low income programs, along

organizations may
find that adding
energy efficiency
programs can be
done at low cost
since they have

would be a new
DSM program.

associated with
selection and
oversight of new
administrator.

energy efficency
programs are being
offered (REWH,
RNC, ESH), but
require some initial
investment by the
participant. RDLC

“Jprogram eligibility is

a possibility.

- established delivery
5 E specifically available. channels and
e = organized to focus infrastructure.
: E on this segment. . ,
= os Note: HECO coordinates with Honolulu Community Action Program, MECO with Maui
w9 Fg Economic Opportunity & HELCO with Housing & Community Deveiopment Corp, of Hi
Segment Linkage to System| Importance of ]Regulatory Agency| Potential Program
Operations Program Impact of Conflicts -
Continuity Transition
Low Income Residential Limited Limited, since this [Added costs Other residential

Low Income 6/1/2006

1 98eg
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DSM Administration matrixxls DG\ Program Administration Matrix (by Program)

special expertise
with reaching this
segment.

due to conflict
between owner of
home & user of
electricity/bill payer.

since this segment is
generally transient
in nature. However,
the PAYS program
may be a pathway to

customer segment.

Segment Technical & Customer Financing Cost Cost Structure | Economies of Scale

Market Expertise Relationship '
Renters of single-family or  JUtility has expert  |"Customer” is Very difficult to Minimal cost Third party may be
multi-family housing units ~ [knowledge of DSM |[difficult to identify |finance purchases of jhistory, if any able to implement a
measures, but has noj& difficult to reach JDSM measures specific to this creative solution &

target this market
segment.

Renters 6/1/2006

- resolving this issue.

- ,

£ B

[« T |

S E

= )

5 o Segment Linkage to System| Importance of |Regulatory Agency| Potential Program

¢ Operations Program Impact of Conflicts
Continuity Transition
Renters of single-family or  |Limited Limited, since this JAdded costs Residential
multi-family housing units segment has been  |associated with customers are also
hard to reach. selection and potentially eligible
oversight of new for RLI and ESH.
administrator. However, RLI ,

eligibility g
requirements will e
separate segments. 2
ESH is a retail- g:
based program that - S
should not interfere & '8
with this program. N

o nquyxyd -
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DSM Administration matrix.xis  DSM Program Administration Matrix (by Program)

segment.

occupant has little
motivation to reduce
€nergy use.
Customer includes a
combination of
owners and renfers.

available from third
party or government
assist, depending on
HUD status of units,
and/or ownership of
units.

fee-for-service,
shared savings, or
performance
contract with third

party.

Segment Technical & Customer Financing Cost Cost Structure | Economies of Scale
Market Expertise Relationship
Master-metered low rise Utility has expert |HECO does not Difficult to Minimal cost Third party may be
multi-family housing knowledge of DSM |have special determine who history, if any able to implement a
buildings measures, but has nojexpertise with the  |should pay for the |specific to this creative solution &
special expertise low-rise apt. When |DSM measure. customer segment. |target this market
with reaching this  jmaster metered, Funding may be May be structured as|segment. Measures

such as T8, CFLs
and A/C can be
bundled as an
energy reduction
package. Retrofit
programs can be
coordinated through
homeowners
association or
property
management
company.

Segment Linkage to System | Importance of |Regulatory Agency| Potential Program
Operations Program Impact of Conflicts
Continuity Transition
Master-metered low rise Limited Limited, since this |Added costs Significant potential
multi-family housing segment has been  [associated with overlap with the
buildings hard to reach. selection and ESH CFL
: oversight of new component. See
administrator. ESH program.

Comm Apt 6/1/2006
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DSM Administration matrix.xis  DSM Program Administration Matrix (by Program)

Customer

Small Comm 6/1/2006

Segment Technical & Financing Cost Cost Structure |Economies of Scale
Market Expertise Relationship
Small Sched G Commercial |Utility has expert  |Due to the number JCustomers in this  |The utiilties do not |Statewide
EE knowledge of DSM Jof customers and the]segment have used |have an extensive  |prescriptive measure
measures and some |diversity of business |internal as well as  |base upon which to |deployment may be
familiarity with types, HECO has  |third-party develop historical  |called for if
delivery channels  [not been able to financing. cost. programs are easy to
through its exisiting festablish the same [However, low-cost understand and
Energy Solutions for}level of customer |financing by administer (i.e. same
Small Business relationship that it  jgovernment customer incentive
Program. However, fhas with its larger |agencies may be levels statewide).
the heterogeneity of jcustomers. This available.
the customer segment could
segment makes it  |benefit from new
hard to serve. expertise in DSM
measure delivery.
Segment Linkage to System| Importance of |Regulatory Agency| Potential Program
Operations Program Impact of Conflicts
' Continuity Transition
Small Sched G Commercial JLimited Limited, since this JAdded costs Low
EE segment has been  |associated with
hard to reach. selection and
oversight of new v
administrator. Ui
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DSM Administration matrix.xls

DSM Program Administration Matrix (by Program)

Segment Technical & Customer Financing Cost Cost Structure | Economies of Scale
Market Expertise Relationship :
Residential ESH (Energy StarjUtility has extensive {Has a good Special low cost HECO does not Very appropriate to
Appliance) familiarity with the |relationship with its |financing may be  }have historical cost |extend this program
local manufacturer |residential available through  |date for this new statewide.
rep., distribution,  Jcustomers through {government program.
and retail store normal electrical agencies or
infrastructure. utility transactions |charitable
However, it and as an organizations.
recognizes that, withjestablished business
= regards to in the community.
é nationwide Energy |Customers have a
o= Star appliance recourse to the
= marketing it does |utility, if things do
= not have any greater |not go as expected.
¢ expertise than others
involved with the
Energy Star
program.
Segment Linkage to System | Importance of |Regulatory Agency| Potential Program
Operations Program Impact of Conflicts
: ‘ Continuity Transition
Residential ESH (Energy Star{Limited None, new program. {Limited Significant overlap
Appliance) with the ESH CFL
component. See
discussion of CFLs
on next page.

ESH (Energy Star) 6/1/2006
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DSM Administration matrix.xis

~ DSM Program Administration Matrix (by Program)

Segment Technical & Customer Financing Cost Cost Structure |Economies of Scale
Market Expertise Relationship
Residential ESH (CFLs) Utility has extensive|The 4th quarter Not applicable. Net cost of the CFL |The CFL program is
familiarity with the 2005 coupon rebate pilot, including the Jubiquitous and can
local manufacturer |program proved customer rebate be implemented
rep., distribution,  Jsuccessful with paid for by the statewide.
and retail store customers, and utility, advertising
infrastructure HECO's brand name and tracking was
through the CFL.  |is recognizable. $1.18 per lamp
coupon rebate pilot ‘ purchased under the
program it program.
implemented during
- the 4th quarter of -
;? Eé 2005. As aretail-
9e based program,
o HECO does not
=X Hﬁ have any particular
= té expertise in this
N area.
Segment Linkage to System| Importance of Program Continuity |Regulatory Agency| Potential Program
Operations Impact of Conflicts
Transition
Residential ESH (CFLs) Limited Important. The Commission has Limited “ISignificant overlap
approved HECO's Interim DSM Proposal. ' with the ESH
As a result, HECO has already begun to Energy Star
re-establish trade ally relationships appliance program,
formed in the 2005 pilot.CFLs for roll- Both programs
out in the next few months. CFLs also should be
provide significant load reduction, and administered by the
HECO would prefer to administer this same entity.,

ESH (CFlLs) 6/1/2006
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Large Comm 6/1/2006

DSM Program Administration Matrix (by Program)

depend on program
continutity and
constancy in order to
appropriately plan
financially for
cnergy efficiency
projects, especially
for new construction
projects with long
lead times
(equipment
decisions are made
at the design vs.
construction stage of
a project).

selection and
oversight of new
administrator.

choice offerings will
include CIDLC
Program.

Segment Technical & Customer Financing Cost Cost Structure | Economies of Scale
Market Expertise Relationship

Large Sched J & P HECO has expert  JHECO already has [Customers in this  JUtilities have Program measures

Commercial knowledge of DSM [established customer jsegment have used |established cost can be similar
measures and relationships based [internal as well as  Jlevels that compare |statewide, but the
customer facilities fon ahigh level of  Jthird-party well against electrical system
and has an Jtrust and credibility [financing. Efficiency Vermont Jneeds vary among
established, effective]that hﬁvc been Financing by (see Exhibit 4). islands. Therefore,
organization to developed over government agencies{Incremental cost of {program design may
administer, market, |many years. or charitable establishing same  Jemphasize difterent
deliver, track, and organizations is level of customer measures and
follow-up with limited. relationship and provide difterent
measure installation. infrastructure by a  Jlevels of customer

3rd-party is expectedfincentives.
to be high.
Segment Linkage to System | Importance of |Regulatory Agency] Potential Program
Operations Program Impact of Conflicts
Continuity Transition
Large Sched J & P Limited High. Customers  JAdded costs Mix of customer
Commercial and trade allies associated with
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DSM Administration matrix.xis

DSM Program Administration Matrix (by Program)

deliver, track, and
follow up with

Customers trust the
utility as a point for

renters (e.g., PAYS).

of education and

enhanced awareness.

Segment Technical & Customer Financing Cost Cost Structure | Economies of Scale
Market Expertise Relationship X
Residential Water Heating  JUtility has received |Customers rely upon}Primirily by HECO's historical |Solar water heating
(retrofit) national recognition |the HECO-branded |contractor or third- |cost to administer |DSM programs
for its residential  |program to deliver |party financing. and deliver could be
solar water heating {standard, well However, residential solar implemented on a
program and has an |designed, and government water heating have [statewide basis.
established, reliable systems assistance programs fresuited in TRC test
effective installed by are, or will be benefit/cost ratios
infrastructure to reputable available, to help  }less than one
administer, market, |contractors. Jlow income or because of the costs

Market uncertainty
caused by transition
could result in
severe disruption of
this market.

e = measure installation. jrecourse if their
8 é ~ linstallation does not
-
; E‘( g0 as expected.
=
- R
o m\, Segment Linkage to System | Importance of |Regulatory Agency| Potential Program
QOperations Program Impact of Conflicts
Continuity Transition
Residential Water Heating  |Limited High. Added costs Residential
(retrofit) Implementation of Jassociated with customers are also
the current program |selection and potentially eligible
depends heavily on Joversight of new for RLI and ESH.
solar contractors in aJadministrator. However, RLI
competitive market. ' eligibility

requirements will
separate segments,
and ESH is a retail-
based program that
should not interfere
with solar water
heating.

RWH (retrofit) 6/1/2006
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DSM Administration matrix.xis
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RWH (new constr) 6/1/2006

DSM Program Administration Matrix (by Program)

for its residential
{solar water heating
program and has an
established,
effective
infrastructure to
administer, market,
deliver, track, and
follow up with
measure installation.

developers have been
period to the same
credibility as large

commercial
customers.

housing unit sales

developed over a long|price and specially

financed by the

high level of trust andfdeveloper.

Segment Technical & Customer Financing Cost Cost Structure |Economies of Scale]
Market Expertise Relationship
Residential Water Heating  [Utility has received JHECO's relationships |DSM measures are jHistorical program cost {New construction
(New Construction) national recognition Jwith residential included in final ~ [datashows TRCcost Ry e heating

test results typically less
than one. At the time of
construction the
developer does not
know family-size and
sizes the system based
on the number of
bedrooms. In some
cases, small families
will move into the home
and the system will be
oversized, However, the
solar system will still
produce savings for an
estimated 15 years.
Consequently, while the
system may not produce
cost effective savings
ffor the first homgowner,
it may result in cost
effective savings for

q
homeowners.

measures (solar,
tank & timer, high
efficiency water
heaters, and heat
pumps) could be
administered
statewide.

fthe momentum to other

housing developers.
Long Iead times with new
construction
(equipment/appliance
decisions are made at the
desiga vs. construction
stage of the projects).

Segment Linkage to System] Importance of [Regulatory Agency|Potential Program
Operations Program Continuity Impact of Conflicts
Transition
Residential Water Heating  |Limited Contiputiy is crucial,  }Added costs Residential water
(New Construction) because of recent strides facsnciated with heating program for
in certifying Gentry . .
7 ... |selection and new construction
Homes as an Energy Star A .
Home Buitder. Needto  JOversightof new  lincludes elements
continge effarts 1o extend jadministrator. that overlap with

Hawaii BuiltGreen
targets. Thus, same
|administrator should}
administer this
program and
BuiltGreen.

6900-50 "ON 1900
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DSM Administration matrix-xis DS\ Program Administration Matrix (by Program)

Construction)

associated with
selection and
oversight of new
administrator.

Segment Technical & Customer Financing Cost Cost Structure |Economies of Scale
Market Expertise Relationship
Residential Built Green (New|Utility has expert |HECO's DSM measures are |This is a new This program could
Construction) knowledge of these |relationships with |included in final program. Therefore,|be implemented on
DSM measures and |residential housing unit sales |HECO has no a statewide basis.
has established developers have price and specially |historical cost data.
locally developed  |been developed over|financed by the
relationships with  |a long period to the |developer.
architects and same high level of
engineers to design |trust and credibility
these measures as large commercial
specifically for the |customers.
environment in
Hawaii locales.
Segment Linkage to System| Importance of |Regulatory Agency] Potential Program
Operations Program Impact of Conflicts
Continuity Transition
Residential Built Green (New|Limited None, new program |Added costs Measures in Built

Green programs
overlap with
residential program
for water heating.
Thus, same entity
should administer
both programs.

01 23eqd

Res Built Green. 6/1/2006
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DSM Administration matrix.xls

DSM Program Admihistration Matrix (by Program)

Segment Technical & Customer Financing Cost Cost Structure |Economies of Scale
Market Expertise Relationship
RDLC Utility has expert  JHECO relationship |Not applicable Program costs This program can be
expertise in with its residential including extended statewide,
adminstering this  |program installation, but since its
program. Since participants has . customer objective is load
2005, HECO has been excellent. recruitment, reduction (without
installed over 9,000 |Turnover in the customer incentives, jenergy savings), it is
residential load program has been and tracking is most appropriate for
control switches and]less than 1%, lower approximately $290 Jthose systems that
has begun to install |than originally per installed switch. jare capacity
- these switches on  Jprojected. This cost is constrained.
& é military base expected to rise in
2 = housing as well. time as cost of
b installation labor
2"
o &
N Segment Linkage to System| Importance of |Regulatory Agency| Potential Program
Operations Program Impact of Conflicts
Continuity Transition
RDLC Critical. Utility High. Disruption of [Must exercise care |Can complement
system operators  |the programrisks  |that the 3rd-party  Jprograms directed at
must be able to losing electricians tojadministrator can  [retrofit installation
activiate the the very strong react immediately to|(REWH and ESH),
switches upon a construction market jpotential outage with the recognition
" Jmoment's notice and risks conditions. that the objective of
based on the system {eliminating the the RDLC program
condition. inventory of is load reduction,
Therefore, the potential rather than energy
administration of  |installations that savings.
the program must befallows geographical
by the utility. scheduling to reduce
travel time costs.

RDLC 6/1/2006
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DSM Administration matrix.xis

DSM Program Administration Matrix (by Program)

Segment Technical & Customer Financing Cost Cost Structure jEconomies of Scale
Market Expertise Relationship v
CIDLC HECO has expert |HECO already has JAlterations of the  |Initial program costs|This program can be
knowledge of DSM jestablished customer's circuitry Jare high due to extended statewide,
measures and customer to accommodate  |billing settlement  |but since its
customer facilities Jrelationships based JCIDLC are typically|software objective is load
and has an on a high level of  [funded internally by ]development costs |reduction (without
established, trust and credibility {the customer. and the labor costs fenergy savings), it is
effective that have been 1o prepare most appropriate for
organization to developed over engineering studies jthose systems that
administer, market, Jmany years. identifying the are capacity
deliver, track, and potential at each constrained.
y follow-up with customer's facility.
& E measure
@ —
E
E” s Segment Linkage to System| Importance of |Regulatory Agency| Potential Program
N E Operations Program Impact of Conflicts
Continuity Transition
CIDLC Critical. Utility High. The number |Must exercise care |Can complement
system operators  Jof participants has |Jthat the 3rd-party  |C&I programs with
must be able to begun to accelerate. Jadministrator can  the recognition that
activiate the This program has  |react immediately to}the objective of the
switches upon a the greatest potential outage CIDLC pfogram is
moment's notice potential for load  Jconditions. load reduction,
based on the system Jreduction. Any rather than energy
condition. uncertainty caused savings.
Therefore, the - by transition would
administration of  |delay the
the program must befacquisition of
by the utility. reductions through
this program.

CIDLC 6/1/2006
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CERTIFICATE OF SERVICE

I hereby certify that I have this date served a copy of the foregoing OPENING BRIEF
OF HAWAIIAN ELECTRIC COMPANY, INC., HAWAII ELECTRIC LIGHT
COMPANY, INC. AND MAUI ELECTRIC COMPANY, LIMITED, EXHIBITS “A”-“E”,
together with this Certificate of Service, by hand delivery and/or mailing a copy by United States
mail, postage prepaid, to the following:

DEPARTMENT OF COMMERCE AND CONSUMER AFFAIRS
DIVISION OF CONSUMER ADVOCACY

335 Merchant Street, Room 326

Honolulu, HI 96813

(Hand Delivery)

DR. KAY DAVOODI

UTILITIES RATES AND STUDIES OFFICE
NAVFAC WASHINGTON

1314 Harwood Street, S.E.

Washington Navy Yard, DC 20374-5018

RANDALL Y. K. YOUNG, ESQ.

NAVAL FACILITIES ENGINEERING COMMAND PACIFIC
258 Makalapa Drive, Suite 100

Pearl Harbor, HI 96860-3134

E.KYLE DATTA

ROCKY MOUNTAIN INSTITUTE
P. O. Box 390303

Keauhou, HI 96739

HENRY Q CURTIS

VICE PRESIDENT FOR CONSUMER ISSUES
LIFE OF THE LAND

76 North King Street, Suite 203

Honolulu, HI ‘96817

BRIAN T. MOTO, ESQ.

CINDY Y. YOUNG, ESQ.

DEPARTMENT OF THE CORPORATION COUNSEL
COUNTY OF MAUI

200 South High Street

Wailuku, HI 96793



RICHARD R. REED

PRESIDENT

HAWAII SOLAR ENERGY ASSOCIATION
P. O. Box 37070

Honolulu, HI 96837

WARREN S. BOLLMEIER, II

PRESIDENT

HAWAII RENEWABLE ENERGY ALLIANCE
46-040 Konane Place, #3816

Kaneohe, HI 96744

H. A. “DUTCH” ACHENBACH
PRESIDENT AINCEO

KAUAI ISLAND UTILITY COOPERATIVE
4463 Pahee Street

Lihue, HI 96766-2032

JOSEPH McCAWLEY

REGULATORY MANAGER
KAUAIISLAND UTILITY COOPERATIVE
4463 Pahee Street

Lihue, HI 96766-2032

JIMR. YATES
PRESIDENT

THE GAS COMPANY
P. O. Box 3000
Honolulu, HI 96802

STEVEN P. GOLDEN

DIRECTOR EXTERNAL AFFAIRS & PLANNING
THE GAS COMPANY

P. O. Box 3000

Honolulu, HI 96802



KENT D. MORIHARA, ESQ.
MORIHARA LAU & FONG, ESQ.
841 Bishop Street, Suite 400
Honolulu, HI 96813

CARL FREEDMAN

HAIKU DESIGN & ANALYSIS
4234 Hana Highway

Haiku, HI 96708

KAL KOBAYASHI

ENERGY COORDINATOR
DEPARTMENT OF MANAGEMENT
COUNTY OF MAUI

200 South High Street

Wailuku, HI 96793

LANID. H. NAKAZAWA, ESQ.
LAUREL LOO, ESQ.

JAMES K. TAGUPA, ESQ.

OFFICE OF THE COUNTY ATTORNEY
COUNTY OF KAUAI

4444 Rice Street, Suite 220

Lihue, HI 96766-1300

DATED: Honolulu, Hawaii, October 25, 2006.

THOMAYW. WILLIAMS, JR.
PETER Y. KIKUTA

Attorneys for

HAWAIIAN ELECTRIC COMPANY, INC.
HAWAII ELECTRIC LIGHT COMPANY, INC.
MAUI ELECTRIC COMPANY, LIMITED
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